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ABSTRACT 
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manual covers four major costing topics: aggregate institution and 
systemwide costs; major academic and administrative program costs; 
academic and administrative activity-based costs; and indirect cost 
recovery* After an introductory chapter, individual chapters cover: 
(1) the four-tier full-cost matrix and institution-wide 
macro-costing; (2) cost centers and macro-cost charts of accounts 
used in higher education; (3) institution full costs of primary 
by-function programs under various allocation rules; (4) aggregate 
costing of major professional academic programs; (5) macro-costing of 
departments; (6) academic micro-costing and determining the full cost 
of a course; (7) costing of support activities (total-cost 
management, activity-based costing, and process-cost management); and 
(8) other costing topics and issues* There are approximately 100 
figures throughout the text; some chapters have worksheet exercises; 
and most have notes* Appendixes A and B cover the range of precision 
in costing standards, and a hierarchy of primary and support 
activities* Appendix C summarizes provisions of Circular A-21, Office 
of Management and Budget, *'Cost Principles for Educational 
Institutions*" (CH) 
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Preface 



On May 19, 1995, the National Association of College and University Business Officers 
(NACUBO) sponsored a seminar called “College and University Accounting and Reporting: 
Meeting the Needs of 2000 and Beyond.” The underlying topic was how higher education 
financial reporting must change and might change in the future. Participants included many 
professionals responsible for promulgating or significantly influencing current and future 
accounting standards. 

The general sense of the seminar was that the recent revolutionary changes in financial 
reporting standards exemplified by the Statement of Financial Accounting Standards (SFAS) 
No. 117* will enhance one’s understanding of the college and university financial condition. 
The remaining differences in standards that continue to apply to public rather than 
independent institutions were duly noted. 

While the seminar did not focus directly on costing, several useful insights on higher 
education costs were touched on. Most panelists saw a need for still better financial data, 
particularly cost data. The importance of information about higher education segments and 
sectors and about academic programs was mentioned. In addition, there were repeated 
exhortations for cost information that distinguishes clearly between core and noncore higher 
education activities. 

The term “cost” is used constantly in higher education and has many different meanings. 
Cost information abounds, yet, as this book will show, it is seldom what it appears to be. 
College and university costing is undergoing rapid and extensive change. As institutions try 
to implement the SFAS No. 117 mandates, they find that their cost allocation practices must 
change also. While higher education administrators experiment with new approaches, they 
should remember that it is alright to be skeptical and to have a sense of humor. While most 
discussions involving financial issues are imbued with a high degree of solemnity, at times 
they often have their comical if not outright nonsensical overtones. 

This is especially true with respect to many costing tasks where prevailing practice and 
standards remain highly subjective, or where the federal and state governments impose rules 
that are not always in the best interest of those required to abide by them. Sometimes 
individual institutions or entire segments of the industry will defend accounting practices that 
are either obsolete or dysfunctional because of an alleged unique need or because it would 
cost too much to change an existing cost accounting system. 




Cost Accounting in Higher Education 



This book starts from the premise that there is no great mystery about costs and costing, 
that the mechanics of cost allocation and cost-crossover accounting are by now well known, 
and, yes, that much costing activity is unglamorous, often tedious, and never finished. 

Colleges and universities engage in many different kinds of costing, which are described 
herein, some in greater detail than others. The most important costing issues center on how 
effectively an institution allocates its resources. At any given time, across the nation, 
thousands of unheralded costing tasks are undertaken by managers within institutions without 
anyone else even being aware of their effects. These types of costing have been singled out 
and recognized since 1976 by NACUBO through its Cost Reduction Incentive Awards and 
Innovative Management Achievement Awards (recently renamed Higher Education Awards). 

But higher education has been preoccupied with another type of costing: costing for 
indirect cost recovery, especially with respect to grants and sponsored research financed by 
the federal government under Office of Management and Budget Circular A-21 and its 
companion circulars that define the rules under which grant proposals must be submitted and 
certain indirect costs can be recovered. 

Circular A-21’s indirect cost allocation procedures for indirect cost recovery are now 
dominating much of higher education’s interest in and practice of costing, especially where 
indirect cost recovery plays a central role in determining the financial health of the 
institution. NACUBO continues to conduct well-attended indirect cost recovery workshops 
that extol the benefits of cost pooling, a central Circular A-21 feature. Indirect cost recovery 
costing therefore consists of allocating these pooled costs to the academic and research 
programs for which federal support is sought. 

Unfortunately, when institutions base their internal program costing on the after-the-fact 
allocation of usually rather large cost pools, they will more often than not sacrifice a great 
deal of costing precision to the relative simplicity of the costing task proper. Moreover, as 
institutions have learned to refine their cost allocation expertise and methodologies, they 
have increased the number of interesting and potentially appropriate cost allocation bases for 
individual costing situations. If they have paid attention, they will also have discovered that 
each allocation base produces its distinct cost outcome. Sometimes the differences are very 
large. Then the question arises: Which allocation bases should one choose? 

Under SEAS No. 1 17, institutions are encouraged to allocate more of their pooled costs to 
primary programs than in the past. Although it may not be entirely clear at this writing what 
is meant by primary programs, the requirement for more direct costing is not a unique higher 
education invention. For-profit enterprises have been forced by competition and other 
reasons to allocate their pooled and indirect costs to their many product and service cost 
centers in order to know whether or not the prices charged cover the products’ and services’ 
full costs. 

This book focuses on full costs throughout and does not distinguish between one type of 
full cost for public institutions and another for independent institutions. If two institutions, 
one public and the other independent, use the same resources, they will have identical costs 
under identical depreciation policies. 

In spite of the influence of Circular A-21, many colleges and universities have broadened 
their direct-costing expertise and made it part of their annual budgeting process. Especially 
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among smaller institutions, direct costing may in fact be more advanced than in some 
larger ones, especially if the latter do not subscribe to the practice of full-cost-center 
budgeting. One of the more peculiar legacies associated with (though not required by) 
Circular A-21 costing is the pooling of personnel benefits as an indirect cost when an eligible 
employee is hired. Perhaps it is easier for smaller institutions, rather than for complex ones, 
to charge personnel benefits directly to each department, although the crossover mechanics, 
once programmed, are rather elementary. Some institutions, public and independent, build 
their annual budgets from the bottom up on a full-cost basis, and this book looks at this type 
of costing also. 

When the idea of this book was first discussed, for a brief moment the thought was to 
create a higher education costing textbook. Like similar works in the for-profit world of cost 
accounting for which the normal cost accounting textbook is written, this would have meant 
the production of a very detailed and thick volume. Instead, it was decided to be more 
selective and to leave out topics that would otherwise fall under the heading of cost 
accounting. 

Specifically, this book focuses on costing illustrations that can assist institutions as they 
implement SFAS No. 117, and on certain costing innovations — activity-based costing and 
process costing — that have been of particular interest to the NACUBO membership. In this 
latter area, the objective is not so much to describe every cost accounting detail than to 
highlight the nature of what is at stake and to offer some of the arguments for and against the 
costing procedures involved. 

With these thoughts in mind, this book is devoted to the following major topics: 

1. After some introductory materials, it illustrates simplified costing techniques for 
institutions that continue to pool major costs before they assign or allocate them to 
key cost centers; this is called here from-the-top-down, after-the-fact macro-costing. 

2. It outlines the principles of maximum direct departmental full costing, which 
implicitly leads to maximum-direct-program and by-function costs; this is called 
here from-the-bottom-up-at-the-cost-origin micro-costing. 

3. After summarizing the scope of operational costing, the book describes activity- and 
process-based costing tasks designed to enhance cost-effective resource allocation. 
It also includes some concluding comments pointing to future developments. 

4. Finally, the book contains appendices summarizing some of the basic principles of 
costing. Appendix C reviews indirect cost allocation under Circular A-21. 

Notes 

1. Statement of Financial Accounting Standards No. 117: Financial Statements of Not-for- 
Profit Organizations, Financial Accounting Series No. 127 -B (Norwalk, Conn.: Financial 
Accounting Standards Board of the Financial Accounting Foundation, June 1993). See 
also SFAS No. 116. 
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Introduction 



Background 

This manual supplements and expands James A. Hyatt's A Cost Accounting Handbook for 
Colleges and Universities.^ It expands the list of costing applications and modifies some of 
the underlying cost concepts and cost allocation procedures. 

Prior to 1983, NACUBO and others had recognized the need for developing consistent 
cost information and costing techniques that could be applied throughout higher education. 
Several NACUBO committees made path-breaking contributions during the emergence of 
costing as a topic of vital importance to higher education. Of special interest, to this day, is 
the joint work on costing performed by NACUBO and the National Center for Higher 
Education Management Systems (NCHEMS) in 1977.^ 

The Carnegie Commission on Higher Education under the chairmanship of Clark Kerr 
also influenced higher education costing literature and practice. Its many publications helped 
advance the understanding of higher education economics and finance. Bibliographies of 
subsequent studies continue to testify to the commission's substantial contribution. 
Noteworthy examples are the references in The Economics of American Universities, which 
highlights a variety of important cost issues.^ The authors suggest that the higher education 
“production function(s)’’ be studied more carefully, especially with respect to likely 
differential effects on costs of alternative combinations of resources in instruction and 
research. In another context, the volume recommends studies of the direct and indirect costs 
of sponsored research, of the cost of depreciation and obsolescence, and of induced usages of 
plant and equipment.'' 

The literature on costing is vast, and much of it addresses for-profit cost accounting. The 
writings on higher education costing are diverse and often respond to concerns of the 
moment. On balance, higher education, while having made much progress in costing, still 
lacks the tools needed for a full understanding of how it allocates its scarce resources. One of 
the chief reasons may well be that costing in higher education currently lacks sufficient 
uniformity and precision. It seems that costs are more or less in the eye of the beholder or 
that they depend on who does the costing. 
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On the Scope of this Manual 



This manual deals extensively with cost allocation issues and peripherally with other 
prominent costing topics. Its main focus is on accounting costs from the institution’s 
perspective and on the many different ways costs can be allocated to cost centers. Each 
allocation method tends to produce its distinct cost outcome. Therefore, before choosing a 
specific mix of cost allocation procedures, it is important to know what the resulting cost 
outcomes are. But first, institutions must define the uses to which specific cost information 
will be put. This manual stresses various degrees of precision in the costing of academic 
programs and administrative activities, whatever the level of cost aggregation. 

From the institution’s point of view, costs are an indicator of financial performance. 
Financial performance evaluation has many dimensions. The most important is not how, but 
how well resources have been allocated. At a time of increasing competition, growing 
resistance to price increases, and static or declining budgets, costing is the fundamental 
management tool that should precede the allocation of resources. First, one must know how 
much a given activity or program costs. Second, one should try to understand whether and 
how costs can be reduced without damage to the quality of the services involved. 

This manual divides costing tasks into four distinct costing topics: 

• Aggregate institution- and systemwide costs 

• Major academic and administrative program costs 

• Academic and administrative activity-based costs 

• Indirect cost recovery 

All but topic 1 depend upon the application of and choices among several cost allocation 
methods. 

The Objectives and Intended Audience 



This manual provides readers with a series of road maps for selected costing applications. 
It should be useful for all types of institutions, regardless of their differences with the two 
hypothetical institutions used as examples through the book. Many of the details may be 
most suitable for institutions whose costing practices are not yet fully developed in the areas 
covered here. For expert institutions, the manual offers suggestions about costing alternatives 
that may be more productive than some in current use. 

This is both a how-to and an analytical book for professional managers engaged in 
costing. The book’s focus on cost allocation alternatives raises questions of how appropriate 
specific costing methods are. What is suitable in one situation may not be in another. 

It is assumed that the staffs responsible for cost accounting possess the technical skills for 
implementing cost crossover accounting and that they know cost accounting terminology. 
The decision was made early not to include mathematical models, since these are abundant 
in the generally available literature. Costing software is easy to find, and so is the expertise 
of technical consultants. 
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Others who may find this manual useful are governing boards, administrators, faculty, and 
others within institutions whose decisions directly affect the cost of higher education. Its 
potential audience also includes professors and students of higher education administration, 
as well as individuals and agencies outside of higher education proper who are interested in 
how and how well colleges and universities allocate private and public resources, and how 
their management decisions affect the cost of higher education. 

It is not the principal aim of this manual to break new ground on the higher education 
costing frontier. Nevertheless, the reader may discover a few methodological innovations or 
clarifications worth looking into. One of them, the four-tier full-cost (FTFC) matrix, is used 
consistently throughout the manual. On other topics, an effort has been made to be as up-to- 
date as possible. Differences in accounting principles that may apply to public and 
independent institutions are not relevant here. 

Finally, readers may concentrate on segments or chapters of the manual without needing 
to read every chapter, but chapter 1 is central to the entire manual. 

Modern Cost Accounting Needs Versus Indirect Cost Recovery 

Higher education cost accounting has been dominated by the costing procedures required 
under the Office of Management and Budget’s (0MB ’s) Circular A-21 and its companion 
documents that stipulate specific accounting procedures that colleges and universities must 
adhere to when they submit their direct and indirect cost recovery requests.* (A May 8, 1996, 
revision to Circular A-21 was released too close to press time to be addressed in this book. 
Other revisions are expected later in 1996.) These mandated accounting rules were 
developed in joint efforts between the federal government and higher education, and they 
have a limited objective, however important it may be. Indirect cost recovery should be seen 
as a special case that must not overshadow the institution’s overall costing needs. 

The following quotation from an article in the “Portfolio” section of the NACUBO 
Business Officer supports this contention: 

Historically, costing of college and university programs has been confined to analysis 
required for the development and negotiation of indirect cost rates... That costing is 
limited primarily to function and employs the traditional step-down allocation process 
required by... Circular A-21. Although appropriate for the establishment of indirect cost 
rates, the step-down allocation process does not provide the [cost] information necessary 
to make decisions about possible modification or elimination of programs or services.^ 

The Prevalence of Cost Pools: Pooled Costs Equal Unallocated Costs 

A prominent feature of Circular A-21 cost accounting is the prevalence — the very 
institutionalization — of large cost pools. When NACUBO and others organize seminars on 
indirect cost recovery accounting, cost pools are extolled as a virtue, if not a requirement for 
allocating indirect costs in a reasonably simple and economical fashion. In the process. 
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indirect costs have come to mean any cost, direct or indirect, that have not been previously 
allocated to a cost center — a rather mushy definition. 

In fact, many pooled costs are unallocated direct costs. A similar tendency favoring large 
cost pools was observed in for-profit cost accounting until recently, when competitive forces, 
improved accounting technologies, and other influences led to much more extensive and 
precise direct full costing. 

Allocating Costs from Cost Pools Reduces Cost Precision 

The allocation of pooled costs, whether through the step-down method or otherwise, 
almost always reduces precision in final costs. Enhanced precision in costing is of increasing 
interest to those seeking cost information everywhere. In higher education, the long- 
established practice of pooling vast cost entities stands today in sharp contrast with modem 
full-cost activity-, transaction-, and process-based costing, where the thrust is toward ever 
more precise direct and full-cost computation. Direct allocation and responsibility-center 
costing are finding growing favor among higher education costing practitioners.^ 
Increasingly, the tendency is toward showing the true full costs of activities and programs, 
information that is crucial when institutions plan ahead, change budget allocations, or add 
and eliminate educational programs and administrative activities. 

Therefore, an institution’s cost accounting system that is solely or principally based on 
Circular A-21 costing practices is incapable of satisfying higher education’s modem costing 
needs. This manual stresses direct program costing for maximum cost precision and 
illustrates the sometime enormous cost differences that result from implementing alternate 
cost allocation methods. 

Costing Practices Differ Among Institutions 

Institutions and the accounting profession have made considerable progress in fostering 
more nearly uniform approaches to costing. In spite of these worthwhile efforts, institutional 
costing preferences and know-how differ widely. This manual is not intended to point to a 
single correct approach. Sometimes preferred and, in several instances, mandated costing 
procedures are highlighted. In general, however, the emphasis is on costing alternatives, 
because institutional managers are normally the best judges when they seek the most 
appropriate cost allocation procedures. 

Costing practitioners have at their disposal both simple and complex costing applications 
that now must be seen in the light of SEAS No. 1 17, in addition to Circular A-21. Unless a 
specific cost allocation method is mandated, the practitioner normally can choose among 
several costing alternatives. Sometimes the choices are so numerous as to be overwhelming. 
Many examples found in this book highlight the dilemma managers face when confronted 
with such situations. 

Notes 

1. James A. Hyatt, A Cost Accounting Handbook for Colleges and Universities (Washington, 



D.C.: NACUBO, 1983). 
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2. NACUBO and NCHEMS, Procedures for Determining Historical Full Costs: The Costing 
Component of the Information Exchange Procedures., 2nd ed., Technical Report 65 
(Washington, D.C.: NACUBO and Boulder, Colo.: NCHEMS, 1977). NACUBO and 
NCHEMS, Costing for Policy Analysis (Washington, D.C.: NACUBO, 1980). For more 
on background, see NCHEMS, Program Measures, Technical Report 35 (Boulder, Colo.: 
1973), NCHEMS, Cost Analysis Manual, Technical Report 45 (Boulder, Colo.: 1974), 
and Hyatt, A Cost Accounting Handbook, ix. 

3. Stephen A. Hoenack and E.J. Collins, eds.. The Economics of American Universities: 
Management, Operations, and Fiscal Environment (Albany, N.Y.: State University of 
New York Press, 1990). 

4. Hoenack and Collins, The Economics of American Universities, 11, 149. Also, David S. 
Hopkins, “The Higher Education Production Function: Theoretical Foundation and 
Empirical Findings,” in Hoenack and Collins, The Economics of American Universities, 
31. 

5. Office of Management and Budget, Cost Principles for Educational Institutions, 0MB 
Circular A-21. 

6. Cesidio G. Mancini and Ernest R. Goeres, “Direct Allocation Costing: Informed 
Management Decisions in a Changing Environment,” in Business Officer 28 (10): 40 
(April 1995). 

7. Edward L. Whalen, Responsibility Center Budgeting: An Approach to Decentralized 
Management for Institutions of Higher Education (Bloomington, Ind.: Indiana University 
Press, 1991). See the afterword by John R. Curry on the experience at the University of 
Southern California with responsibility-center budgeting. 
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The Four-Tier Full-Cost Matrix: Simplified 
Institutionwide Macro-Costing 



This chapter answers the following questions: 

• What is the meaning of full costs? 

• What are the four principal stages in full costing? 

• What is the format of the four-tier full-cost (FTFC) matrix? 

• What is the effect on full costs of alternate depreciation or facilities-use charge 
policies? 

• How does the FTFC model relate to SFAS No. 117? 

Computing a single institutionwide cost figure is the simplest of all higher education 
costing tasks. It is the one costing task every institution cannot escape. 

With only a few modifications, this task can be carried out directly from most audited 
year-end financial statements or from the institution’s annual operating budget. No 
distinction between direct and indirect costs is required, because all costs are direct for the 
institution as a whole. This realization, sometimes overlooked in higher education, simplifies 
macro-costing for the entire institution enormously. 



What Are Full Costs? 

Full costs are the sum of all variable and fixed resources used or used up in producing a 
product or in rendering a service, including an appropriate allowance for physical asset 
depreciation and obsolescence, adjusted for any resale or salvage value. For the institution as 
a whole, the true meaning of full costs depends almost solely on how institutions account for 
costs associated with long-lived physical assets. On the basis of this definition, debt 
repayments are not a cost per se, although they will reduce cash flow. 
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The Institution as a Going Concern 

In the aggregate, the issue is whether or not the institution is a going concern, an 
enterprise whose current sales and other current revenues cover the full cost of doing 
business in the long run. The distinction between short-run (variable) and long-run (variable 
plus fixed) costs is illustrated in figure 1.1. In this simplified example, the fixed costs are 
represented by the depreciation charge, a proxy for the cost of physical capital. By omitting, 
as in A, or including, as in B, a depreciation charge, reported institutionwide aggregate costs 
are either lower (A) or higher (B). Obviously, if this depreciation cost has been ignored in the 
past, say in a public institution’s profit-and-loss report, suddenly recognizing it can be both 
dramatic, even traumatic. Institutions are going concerns only when their full costs (B) are 
covered by current revenues. 



Figure 1.1: Reported Full Costs Before and After Depreciation ($ in 1,000s) 



Cost Categories 


Variable Costs 
(A) 


Variable Plus Fixed Costs 
(B) 








Personnel Compensation 


$150,750 


$150,750 


Consumables 


79,250 


79,250 


Total Variable 


230,000 


230,000 


Depreciation 


0 


22,250 


Full Costs 


230,000 


252,250 








Depreciation as % of Full Costs 


0% 


8.82% 



The Original Three-Tier Cost Structure 

The original three-tier full-cost structure is described in figure 1.2.‘ Its principle feature is 
the distinction between direct, indirect, and capital costs, each cost tier representing the 
cumulative effect after each new cost type has been included. 



Figure 1.2: Three-Tier Full-Cost Structure 



Tier-One Costs (All Direct Costs Including Chargebacks) 



All Indirect Costs 


= 


Tier-Two Costs 








Depreciation or Equivalent 


= 


Tier Three Costs 



This is a valid model for many costing applications, and today it dominates higher 
education macro-costing. Since this chapter is devoted to the institution as a whole, the 
distinction between direct and indirect costs is not relevant. More useful might be 
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distinctions between variable and fixed, or short- and long-run costs; each of these cost types 
can be either direct or indirect. 

As pointed out in the introduction, indirect-cost pools have become the basis for most 
macro-cost allocation requirements. However, many so-called indirect cost pools are nothing 
more than unallocated direct costs. To be precise, for the institution as a whole, aggregate 
indirect costs of tier two in the original three-tier cost model would comprise all unallocated 
pooled costs, direct and indirect. 

Because modem costing requirements and pooling practices are undergoing significant 
changes, especially after the release of SFAS No. 117, a conceptual modification of the 
three-tier cost model to a slightly expanded four-tier full-cost model may be appropriate. 



The Four-Tier Full-Cost Matrix 



The conceptual modification to the three-tier model is consistent with SFAS No. 117 
because it distinguishes between operating costs and those current costs represented by 
current and past asset acquisitions. For aggregate costing, nothing more is needed. 

Figure 1.3 summarizes the FTFC model. Operating costs are classified by natural cost 

categories, and costs related to capital are divided into three distinct groupings: 

• Net costs related to long-term plant debt 

• Current physical assets with (or treated as if they had) a one-year useful life — 
referred to as one-year assets 

• The current cost of long-lived physical assets represented by either a depreciation or 
a facilities-use charge 



Figure 1.3: Four-Tier Full-Cost Matrix 



Cost Stages 




Types of Costs 








Tier-One Costs 




Personnel Compensation 




Plus 


Consumables 




Plus/Minus 


Adjustments to Eliminate Double Counting 




Equals 


Total Tier-One Costs* 








Tier-Two Costs 


Plus 


Costs Related to Long-Term Debt 




Plus 


Ancillary Debt-Management Costs 




Minus 


Sinking Fund and/or Debt Reserve Income 




Equals 


Total Tier-Two Costs 








Tier-Three Costs 


Plus 


Fully Expensed One- Year Assets 




Equals 


Total Tier-Three Costs 








Tier-Four Costs 


Plus 


Net Depreciation of Facilities-Use Charge 




Equals 


Tier Four of Full Costs 



♦ Net of scholarships, fellowships, and prizes. 
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Tier Definitions : 
r/er One 

Tier one is composed of all natural noncapital 
operating costs normally found in the object-line- 
item budget. It has two principal components: total 
personnel compensation and total noncapital 
consumables;. All fully expensed physical-asset 
acquisitions, including those for libraries and 
laboratories, facilities improvements, and 
mandatory and nonmandatory transfers have been 
eliminated. Interest on short-term debt is included. 

A line has been added for adjustments to eliminate 
any double counting. Finally, scholarships, 
fellowships, and prizes have been netted out of 
both income and costs;. Thus, tier one costs are 
pure operating costs. . 

Tier Two - 

At tier two, only the total net cost associated 
with long-term debt is added. Normally long-term 
debt represents the financing of physical assets, 
but in recent years some institutions have acquired 
long-term debt.for other than physical capital 
purposes. Long-term debt costs include interest 
and miscellaneous debt management costs 
adjusted for earnings from debt-sinking funds or 
reserves. Debt repayment, mandatory and 
nonmandatory, is excluded. While debt repayment 
is a negative cash flow, it is not part of the cost 
proper of capital. Any long-term debt cost related to 
accumulated.operating deficits should be counted 
as a tier-one cost. For clarity, and especially if it is 
large, it can be identified in a separate line. 

Tier Three ^ 

Tier three includes all fully expensed 
noncapitalized current-asset acquisition and 
improvement costs with useful lives of one year or 
less. 

Tier Four 

This tier includes the annual cost equivalent of all 
noncapitalized and capitalized depreciable long- 
lived assets with remaining useful lives of more 
than one year, minus any salvage or resale value. 
All past and current long-lived library- and 
laboratory-asset acquisitions are included here. 
Today, institutions use either a depreciation or a 
facilities-use charge. 



One-year and long-lived physical-asset 
costs could easily be combined. The model 
identifies each for greater clarity. Institutions 
currently expense many physical asset 
acquisitions — most current library acquisi- 
tions come to mind — which have long useful 
lives. The FTFC model depreciates all such 
physical assets over their useful lives, whether 
or not the institution capitalizes them. 

Like the three-tier model, the FTFC model 
can highlight the going-concern idea 
mentioned above. Each tier can be seen as a 
stage at which current revenues are covering 
(or not covering) a particular level of the in- 
stitution’s total current costs. Thus, by intro- 
ducing the current revenue dimension into the 
FTFC matrix, the model incorporates a 
bottom-line indicator as shown in figure 1.4. 
In conformity with SFAS No. 1 17, cash flow 
can be substituted in a supplementary model. 
An institution meets the going-concern test if 
the remaining balance at stage four is either 
zero or positive. In the example, institution A 
meets the test; institution B does not. In this, 
as in most subsequent examples, scholarships, 
fellowships, and prizes have been netted out of 
both revenues and costs. 

The four stages are as follows: 

• Tier one represents the traditional 
operating result before any costs re- 
lated to capital have been added; both 
institutions earn enough income to fi- 
nance their current operating costs. 

• At tier two. both institutions also cover 

the net cost of their long-term debt. 

• At tier three, they also cover their 
respective costs of current one-year 
asset acquisitions. 

• At tier four, institution A remains a 
going concern, whereas institution B 
shows a deficit. 
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Figure 1.4: FTFC Matrix for Two Institutions: Stages of Financial Condition ($ in 1,000s) 



Tiers 




Items 


A 


Balance 

RemaininE 


B 


Balance 

Remainins 






Gross Income, Net SAGs 




$37,250 




$24,350 


One 




Operating, Net 


$30,450 


6,800 


$21,750 


2,600 




Plus 


Debt-Related, Net 


550 




235 




Two 


Equals 




31,000 


6,250 


21,985 


2,365 




Plus 


One- Year Assets 


1,050 




285 




Three 


Equals 




32,050 


5,200 


22,270 


2,080 




Plus 


Depreciation 


4,250 




2,110 




Four 


Equals 




36,300 


950 


24,380 


-30 




















Cash Flow Required for 
Mandatory Debt Payment 


675 


275 


385 


-415 



Note: "'Balance Remaining'* is not a "cash flow" balance. 



Current Revenues or Cash Flow Available for Operations 

Crucial to the meaning of the “bottom line” is what is and what is not included in the 
current revenue line against which these stages are measured. Here, SFAS No. 117, and its 
companion SFAS No. 116, add complications that have not been resolved at this writing. It 
could be said that, with respect to current revenues, SFAS No. 117 loses sight of the 
operating bottom line, and during field tests by a small sample of not-for-profit institutions, 
participants confessed to difficulties with the articulation of an operating measure. 

The Expanded Four-Tier Long-Run Cost Matrix 

The most simple summary FTFC report has seven lines. It is suitable for all costing tasks 
requiring a single full-cost figure. Figure 1 .5 shows an example. 

At the other extreme. Figure 1.6 illustrates the most complex FTFC matrix. It incorporates 
the -two types of distinctions; (1) direct and indirect costs, and (2) unrestricted, temporarily 
restricted, and permanently restricted costs. The second distinction conforms to the new 
SFAS No. 1 17 requirements for multicolumn presentations. 

The expanded version of the matrix yields a cumbersome, though informative, report on 
long-run costs. It highlights the important fact that pooled costs can derive from unrestricted, 
temporarily restricted, and restricted funds, and that in each of these categories there will be 
both direct and indirect costs. 

For practical reporting purposes, however, it may be appropriate to think of several 
distinct reports, each tailored to the needs of a specific audience. The distinction between 
direct and indirect costs would be made in cost reports where the effects of direct and 
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indirect cost allocation procedures must be shown. The distinction between levels of 
restriction would be limited to the rare occasions when cost reports must contain a fiduciary 
dimension. In all other instances* the focus would be either on total or on unrestricted costs. 
The demand for the type of report shown in Figure 1 .6 is probably quite limited. 



OperatihgiRevenues^ 



r^FASBVSp^/a/ Report did not say so, but the difficulty in articulating an operating result arises precisely 
because.SFAS;^No. 117 is not primarily designed to highlight an operations-based financial result.* By. 
incorporating'ltie requirements' of SFAS No, 116 for reporting contributions and handling net asset appreciation, 
SFAS N 0 .. 1 17- necessitates anyone interested in an operating result to reconfigure current revenues.to exclude, 
those thatwould not normally be part of the institution’s operating budget. 

result or operating measure, higher education lacks a fundamental indicator of 
managerial financial performance — an indicator which many governing board members will want to see. For 
gping-concem* purposes, absent a SFAS No. 117 definition, institutions must define their own operating measure. 

phe of the ;test institutions in the Spec/a/ flepo/t solved the problem by distinguishing between operating and . 
npnoperating:r 0 venues, arriving at a “changes in net assets from operating activities, followed by several lines. of 
nonoperating income and expenses. The most interesting aspect of this institution’s approach is that it lists 
operating expenses and losses first, followed by the operating revenues. 

*^:^Doris Herbert K. Folpe, Susan E. Weiss, Special Report: Resuits of the Fieid Test of the Proposed Staridards for Financial : 

siiiements of NoMor-Proftt Organizations and Accounting for Contributions, Rnanaal Accounting Standards Board, Financial Accounting . . 
Series No.. 144-A (Norwalk, Conn., 1994). 




Figure 1.5: Simple Four-Tier Full-Cost Report ($ in 1,000s) 



Tiers 




Cost Elements 












One 




Personnel + Consumables 


S57K219 




Plus 


Debt-Related 


5,360 


Two 


Equals 




576.579 




Plus 


One<Year Assets 


3,885 


Three 


Equals 




580,464 




Plus 


Depreciation 


24.250 


Four 


Equals 




604,714 






1 



Refinements and Complications 

The version of the FTFC matrix shown above may appear to be overly simple in the 
traditionally complicated world of higher education. Several issues might call for more 
elaborate or different presentations. The most obvious issues are 
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• how to treat scholarships, fellowships, and prizes, 

• why to distinguish between one-year and long-lived asset costs, 

• the merit of an alternative order of the four stages, and 

• the effect on full costs of different depreciation policies. 



Alternative Presentations 



Scholarships, Fellowships, and Prizes 

In its most simple form, the FTFC model nets out all scholarships, fellowships, and prizes, 
and the entire component is treated as if it were a discount. Under SFAS No. 117, 
straightforward discounts will no longer be reported as an expense, but as a reduction in 
current revenues. At this writing an attempt is being made to reach a consensus on those 
elements of the component that eventually will remain classified as expenses and thus treated 
as true costs. While awaiting the outcome of the debate, the following are alternative forms 
of presentation within the FTFC model after all beginning revenue balances have been 
adjusted. 

Alternative A 

This option includes total scholarships, fellowships, and prizes as a separately itemized 
tier-one cost. Figure 1.7 illustrates the relevant portion of the matrix, designated as total 
student aid grants. It includes unrestricted as well as restricted funds. The gross revenue line 
has been adjusted accordingly. 

Alternative B 

Figure 1.8 reports tier one as a separate line item consisting only of unrestricted costs of 
student aid grants. Both figures 1.7 and 1.8 produce identical new tier-one remaining 
balances. Again, the gross revenue line has been adjusted. 



Figure 1.7: New Tier One for Alternative A: 
Scholarships, Fellowships, and Prizes ($ in 1,000s) 



Tiers 




Items 


A 


Balance 

Remaining 


B 


Balance 

Remaining 






Gross Revenues 




$47,960 




$31,350 


One 




Operating, Net 


$30,450 


17,510 


$21,750 


9,600 




Minus 


Total SAG Cost 


10,710 


6,800 


7,000 


2,600 


New 

Tier 

One 




New Operating Net 


19,740 


6,800 


7,000 


2,600 
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Alternative C 

This approach is identical to the simplified model in figures 1.3 and 1.4 and nets out the 
entire component, reporting the amount of scholarships, fellowships, and prizes at the bottom 
of the matrix as a note for general information purposes. 



Figure 1.8: New Tier One After Alternative B: 
Scholarships, Fellowships, and Prizes ($ in 1,000s) 



Tiers 




Items 


A 


Balance 

Remaining 


B 


Balance 

Remaining 






Gross Revenues, Net of 
Restricted Student Aid 
Grants 




$44,800 




$29,225 


One 




Operating, Net 


$30,450 


14,350 


$21,750 


7,475 




Minus 


Unrestricted Student Aid 
Grants 


7,550 


6,800 


4,875 


2,600 


New 

Tier 

One 




New Operating Net 


22,900 


6,800 


4,875 


2,600 



Alternative D 

The bulk of scholarships, fellowships, and prizes is normally represented by need-based 
student aid grants. These are part of a student aid package that includes the cost of room and 
board or its equivalent for nonresident students. Traditionally, even the portion of price 
discounts related to room-and-board costs has been charged against tuition revenues rather 
than, as would be more logical, against auxiliary enterprise revenues. This distinction does 
not affect the overall bottom line of the going concern. But net operating revenues available 
for educational and auxiliary activities would be better defined if student discounts were 
directed to the cost centers to which they relate: the institution’s academic and auxiliary 
enterprise operations. 

The simplified approach is used below throughout; unless otherwise indicated, the entire 
student aid grant component is netted out. When appropriate, student aid grants are 
proportionately deducted from tuition and fees and from auxiliary enterprise revenues. 

Fully Expensed, Currently Acquired Assets 

For costing purposes, currently expensing an asset acquisition means to depreciate it fully 
in the current period. Under the methodology proposed and used here, asset acquisition costs 
are expressed only in terms of their annual depreciation equivalent. 

Depreciation costs tend to be computed on the basis of an asset’s estimated useful life. 
Most current fully expensed asset acquisitions have useful lives in excess of one year. When 
computing their costs, institutions may have to reclassify their currently acquired and fully 
expensed library and laboratory assets, reflecting their true useful lives. Most library 
acquisitions have long useful lives, certainly longer than one year. 
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Institutions are not asked to change their asset capitalization policies, but ideally all long- 
lived physical assets should be capitalized. The depreciable asset pool would then exclude all 
currently acquired one-year assets. This approach enhances costing consistency among 
institutions. 

Another alternative is to generalize the Circular A-21 rule concerning short-lived assets.^ 
Once the threshold for such assets has been raised from $500 to $5,000, fully expensed assets 
will certainly include even more long-lived assets. The one-year asset depreciation rule 
suggested here may be preferable, because it is both more logical and more precise. 

As long as it is understood that the institution adheres to a useful-life costing policy, it 
may not be necessary to use a separate tier-three cost level. Instead, one-year assets can be 
listed separately under or aggregated with depreciation costs. 

Alternative Order for the Four-Tier Cost Structure 

Some institutions may prefer to record one-year asset costs as either tier-one or tier-two 
costs before debt-related costs. The current practice in expenditure reporting treats large 
annual investments in library and certain laboratory acquisitions as if they were consumables. 
There may therefore be a natural inclination to continue this practice when computing costs. 
Some institutions might prefer to show such costs explicitly before long-term debt costs, but 
only the depreciation equivalent should be shown lest costs (in contrast to expenses) be 
overstated. 

The format used here (figures 1.3 and 1.4) has two purposes: First, the FTFC model 
acknowledges that such fully expensed acquisitions are assets, some with short useful lives 
and most with long ones. Second, it lists physical asset acquisitions and depreciation or 
facilities-use costs contiguously, after long-term debt costs. In this way, it indicates an order 
of priorities: A going concern is an institution that has sufficient revenues to first cover its 
operating costs, then its debt costs, and finally all costs related to its physical assets. 
Together, tiers two, three, and four represent the total current costs caused by the financing, 
using, and using up of physical capital. 

Depreciation 



When full costs as defined in this chapter are computed, all institutions, public and 
independent, must include an annual charge for the cost of long-lived physical assets. 
Institutions differ enormously in how they calculate their depreciation charges. Comparing 
depreciation costs among institutions often means comparing apples with oranges. 

On balance, institutions appear to use Circular A-21 depreciation rules unless, in the view 
of their governing boards, the federal government’s depreciation rates do not reflect the 
institution’s perception of the useful lives of its assets. Figure 1.9 illustrates the effect of 
different depreciation rules on costs. The exhibit contains all the information needed to make 
the calculations. 
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Costing alternative E uses a replacement-value base for all physical assets, thus increasing 
the depreciation charge dramatically to 19.33 percent of total costs. Replacement values 
incorporate an adjustment for inflation in the value of physical assets. 

Alternative D illustrates a shortened version of the types of distinctions many institutions 
make in computing their internal and Circular A-21 depreciation allowances among asset 
classes. Instead of only four classes of assets and useful life divisors, institutions are known 
to list a dozen or more. 



Figure 1.9: Long-Term Depreciation Costs 
Under Alternative Depreciation Rules ($ in 1,000s) 



Tiers 




Items 


A 


B 


C 


D 


E 


Three 






$93,250 


$92,750 


$93,250 


$93,250 


$93,250 




Plus 


Depreciation 


3,300 


3,310 


6,382 


9,051 


22,349 


Four 


Equals 




96,550 


96,060 


99,632 


102,301 


115,599 



Note: Value of under<depreciated physical assets: $165 million. For alternative B, $500,000 of long-lived noncapitalized acquisitions 
were added to the depreciable category. Total estimated replacement value equals $577,500,000. Depreciation policies follow: 

A. 2 percent per year or 50 years 

B. 2 percent per year plus 2 percent of $500,000 of fully expensed acquisitions 

C. 2 percent for plant and 6.67 percent for equipment (as in Circular A-21) 

D. Four classes of assets: 

7-year assets, 15 percent of total; $3,536,(XX) 

15-year assets, 15 percent of total; $1,650,000 
25-year assets, 30 percent of total; $ 1 ,980,(MX) 

35-year assets, 40 percent of total; $ 1 ,886,0(X) 

E. Average weighted rate of 3.87 percent of replacement value 

The exercises at the end of this chapter let readers fill in their own cost data and make 
their own comparisons using these depreciation rules. 

Facilities-Use Charges 

Circular A-21 distinguishes between depreciation and facilities-use charges. Although it 
does not set a ceiling for the size of the depreciation charge, it imposes a cap on the size of 
any facilities-use charge. Specifically, it permits a maximum annual rate of 2 percent for 
facilities and 6.67 percent for equipment. Institutions using the simplified Circular A-21 
method are limited by this rule also. 

Institutions with a general facilities-use-charge policy are compelled by Circular A-21 to 
apply the above rates in their indirect-cost-recovery requests. Since these rates normally do 
not reflect the real-world useful lives of assets, a facilities-use-charge policy may therefore 
not be in the best financial interest of institutions. These prescribed rates help minimize the 
cost of depreciation to the federal government. While they also enhance cost comparability 
among institutions using this approach, in general they tend to understate depreciation costs. 
Institutions need to weigh the advantages and disadvantages associated with a facilities-use- 
charge policy, especially if the resulting asset-depreciation cost is less than it would be under 
a depreciation method. Institutions with facilities-use charges sometimes use replacement 
costs as an allocation base for internal cost reporting. 
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Notes 

1 . James A. Hyatt, A Cost Accounting Handbook for Colleges and Universities (Washington, 
D.C.: NACUBO, 1983), 5. 

2. Doris M. Balsch, Herbert K. Folpe, Susan E. Weiss, Special Report: Results of the Field 
Test of the Proposed Standards for Financial Statements of Not-for-Profit Organizations 
and Accounting for Contributions, Financial Accounting Standards Board, Financial 
Accounting Series No. 144-A (Norwalk, Conn., 1994), 9, 52, 62. 

3. Office of Management and Budget, Cost Principles for Educational Institutions, 0MB 
Circular A-21, section 16a(l). 



Exercises 

1. Fill out the attached four-tier cost matrix for your institution. In column A, use the 
approach suggested by your latest audited SFAS No. 117 or prior year-end financial 
statements. In column B, use the Circular A-21 approach for use allowances. In column C, 
use a depreciation rate that would be ideal for your institution if alternatives A and B 
understate the type of depreciation rate your best useful-life estimates would produce. It is 
possible that your A and C versions will be identical. 

2. Using your current budget data, fill out worksheet 1 .2 to determine your likely break-even 
point before transfers. Include the total endowment payout if your institution uses a total- 
return payout formula. Ignore any transfer representing a drawdown of reserves. The focus is 
on current income. 
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Worksheet 1.1: Comparative Full or Long-Run Costs at Your Institution ($ in 1,000s) 



Tiers 


Types of Costs 


A 


B 


c 














Personnel Compensation 




















Total Consumables 




















Plus/Minus Bet Adjustments 


















One 


Total 




















L.-T. Debt-Related Costs 


















Two 


Total 




















Noncapitalized Assets 


















Three 


Total 




















Depreciation 


















Four 


Full Costs 




















Value of Depreciable Assets 




















Value of Noncapitalized Assets 
with More Than One- Year Life 
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Worksheet 1.2: Object Line-Item Costs and Break-Even Point 



Tiers 


Cost Elements 


Costs 


Revenues 


Difference 




Anticipated Total Revenues 










Personnel Compensation 










Salaries, Faculty 










Salaries, Officers, Other Exempt 










Salaries, Other 










Wages, Clerical, Custod., Maint. 










Wages, Students 










Subtotal 










Social Security 










Medical Plan 










Retirement Plan 










Workers Compensation 










Tuition Benefit 










All Other 










Subtotal 










Total Compensation 










Consumables . 










Supplies and Materials 










Utilities 










Insurance 










Travel, Entertainment, Publicity 










Printing, Publications, Copying 










Books, Subscr. Period, for Adm. Use 










Food (Food Service) 










Inventory Valuation Adjustment 










All Other 










Subtotal 










Plus/Minus Adjustments to Eliminate 
Duplication 








One 


Total 










Long-Term Debt-Related Costs 








Two 


Total 










Noncapitalized, Less Than One- Year Life 








Three 


Total 










Depreciation or Equivalent: 










Equipment 










Plant 








Four 


Total Full Costs 









Note: Please substitute your object line items if they differ from the above. 



ERIC 



3'9 



2 



Cost Centers and Macro-Cost Charts 
of Accounts Used in Higher Education 



This chapter identifies the scope and diversity of frequently used macro-cost centers in 
higher education and provides examples of the most basic macro-cost charts of accounts. 



What Is a Cost Center? 

A cost center, or cost objective, is any entity, program, service, or activity whose cost is to 
be determined. Other terms used are profit center and cost-responsibility center. Here, these 
terms are used interchangeably. 

Well-established cost centers are identified by means of charts of accounts. When new 
costing tasks arise, new cost accounts are created and may become part of the overall cost 
accounting system. Many costing tasks require the construction of ad hoc cost models that 
rely on, but are not always best served by, established charts of accounts. 

Each institution has its formal and informal arrays of cost models. The formal ones are 
represented by the official chart of accounts normally used in budgeting and for costing tasks 
that rely on various combinations of the budget-based cost account structure. Informal cost 
accounts include all costing activities undertaken by individual managers for the benefit of 
their respective departments and managerial activities. They may not be part of the official 
cost accounting system, but may belong to a divisional or departmental subsystem used by a 
particular manager. The availability of personal computers facilitates departmental costing, 
and operational cost modeling at the departmental level is growing rapidly. In the final 
analysis, every individual cost account and cost model is a cost center. 
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Basic Macro-Cost Charts of Accounts 

Macro-costing, as understood here, refers to the practice of determining aggregate costs of 
easily identifiable, but relatively broad, institutional entities. These range from multicampus 
systems to individual academic and administrative departments. At larger universities, they 
include the traditional colleges and professional schools. The following types of charts of 
accounts serve as a basis for such costing. 

Cost Accounts by Jurisdictions or by Major Administrative Functions 

The by-administrative-function cost account is the traditional pre-SFAS No. 117 higher 
education chart of accounts and calls attention to jurisdictional cost centers.' Each account is 
represented by a budget for which an individual is responsible (figures 2.1 and 2.2). 

Figure 2.1: Macro-Cost Account Structure with A gg regations 
by Selected Administrative Functions 
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Cost Centers and Macro-Cost Charts of Accounts Used in Higher Education 



Sample Program Chart 
of Accounts 

Instruction 

• General academic administration 

• Occupational and vocational instruction 

• Special session instruction 

• Community education 

• Preparatory and adult basic education 

• Adult basic education 

• Compensatory education 

• English for foreign students 

• General educational development 

• Manpower-development training 

• Remedial instruction 

Research 

• Institutes and research centers 

• Individual research projects 

Public Service 

• Community service 

• Conferences and institutes 

• Cooperative extension services 

• Public lectures 

• Radio, TV, cable service* 

• Regional medical programs 

• Testing services 

Academic Support 

• Student services administration 

• Student admissions and records 

• Admissions office 

• Registrar’s office 

• Financial aid administration 

• Counseling and career guidance 

• Health and infirmary service 

• Academic computing* 

Institutional Support 

• General administration 

• General administrative services 

• Governing board 

• Chief executive office 

• Chief academic office 

• Chief financial and business office* 

• Accounting 

• Planning and budgeting 

• Administrative computing 

• Purchasing 

• Community relations 

• Development 

• Alumni relations 

• Public information 

• Insurance administration* 



Operations and Maintenance of Plant 

• Physical plant administration 

• Custodial services 

• Landscape and grounds 
maintenance 

• Repairs and renovation* 

• Vehicle maintenance 

Scholarships, Fellowships, and 
Prizes 

For costing purposes, include only those 
items that do not represent either staff 
benefits or discounts (or equivalents) that 
reduce the student’s invoice. 

Mandatory Transfers 

Interest and other costs directly related to 
long-term or physical plant debt. * Included 
here are only those transfers that represent 
costs as defined below in contrast to 
reported expense. 

Auxiliary Enterprises 

• Student housing* 

• Faculty housing, minus staff benefit 
portion* 

• Student food services* 

• Catering, special events* 

• University stores 

• Textbooks management* 

• Other books management* 

• General merchandise management* 

• Rental housing* 

Hospitais 

Appropriate accounts as needed. 

Independent Operations 

Appropriate accounts as needed. 

* Detail has been added. 

Sources: James A. Hyatt, A Cost Accounting 
Handbook for Colleges and Universities 
(Washington, D.C.: NACUBO, 1983), 11. See 
also NACUBO and NCHEMS, Procedures for 
Determining Historical Full Costs: The Costing 
Component of the Information Exchange 
Procedures., 2nd ed. (Washington, D.C.: 
NACUBO and Boulder, Colo.; NCHEMS, 1977), 
2.5 and Hans H. Jenny, Managerial Financial 
Reporting, NACUBO, Financial Management 
Guidebook Series, no. 2 (Washington, D.C., 
1993), 179. 
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Figure 2.2: Macro-Cost Account Structure Showing 
Selected Academic Jurisdiction Functions 




O 
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Primary or Core Program Cost Accounts 

Under SFAS No. 1 17, primary program accounts replace or at the very least modify the 
traditional by- administrative-function chart of accounts. SFAS No. 117 stipulates that 
institutions report their expenses by major programs and requires that many pooled and 
formerly separately reported support and indirect costs be allocated to these programs. 
Figures 2.3 and 2.4 illustrate two among several alternatives for charts of accounts. 

Natural Costs 

Every cost center and budget normally identifies so-called natural cost elements, also 
known as object-line-item costs. While the details may differ from institution to institution, 
figure 2.5 provides a generalized example.^ 

At present, institutions feel most comfortable with the by-administrative-function type of 
macro-cost accounts. Under SFAS No. 117, institutions are urged but not compelled to report 
on the basis of natural-cost elements. Some may find it disappointing that natural-cost 
reporting is not required, since natural costs are the principal basis for informing on the types 
and proportions of resources used. 
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Cost Centers and Macro-Cost Charts of Accounts Used in Higher Education 



Figure 2.3: Primary Academic Programs and Professional Disciplines 



Total Institution 


Instruction 

Dept 

Research 


Sponsored 

Research 


Public 

Service 


Auxiliary 

Enterprises 


Total 

Institution 














Architecture 












Arts & Science 












Natural Sciences 












Business School 












Law School 












Social Studies 












Physical Education 












Medicine 












Engineering 












All Other 













Note: This chart assumes that support costs are fully allocated to the four primary programs for each academic cost center, 



Figure 2.4: Primary Academic Programs and Support Activities 



Total Institution 


Instruction 


Research 


Public 

Service 


Auxiliary 

Enterprises 


Admin* 
& Inst 
Support 


O&M 


AU 

Other 

Support 


Total 

Institution 




















Architecture 


















Arts & Science 


















Natural Sciences 


















Business School 


















Law School 


















Social Studies 


















Physical Education 


















Medicine 


















Engineering 


















All Other 


















Total 
















1 



Note: This chart keeps certain by-function support cost centers* but otherwise allocates support costs to primary programs. 



Uniform Charts of Accounts 

Various accounting authoritative bodies have created lists of charts of accounts that guide 
institutions toward a more or less conunon approach. The U.S. Department of Education in 
The Blue Book provides a recommended chart of accounts.^ Examples were offered by 
NACUBO and the National Center for Higher Education Management Systems (NCHEMS), 
recommending subaccount categories based on definitions set forth in the Joint Accounting 
Group guidelines.'^ The earlier NACUBO and NCHEMS account structures are by now well 
entrenched. Below the level of aggregations in these exhibits, cost center details differ 
among institutions. 
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Sample Cost Classification Matrix 

A consolidated macro-cost chart of 
accounts is normally presented as a matrix, 
with by-function or program costs shown 
horizontally and natural costs shown 
vertically. The example below combines 
administrative functions, cost-decision 
responsiblities, and selected natural costs. 

Horizontal Display 

Instruction 

Dean of law school 
Dean of business school 
Associate dean of undergraduate 
program 

Associate dean of graduate division 
Dean of arts and science division 
Associate dean or director of 
humanities 

Chair, department of English 
Director of remedial writing and 
reading program 

Associate dean of social sciences 
Chair, department of economics 
Chair, department of political 
science 

Student services 

Dean of students 
Director of student housing 
Director of student life 
Director of student financial aid 
Dean of graduate admissions 
Dean of undergraduate admissions 
Director of enrollment management 
team 

Director of admissions 
publications and public relations 
Director of admissions database 
management 

Director of new student financial 
aid 

General institutional support 

President’s office 
Relations with governing board 
Vice president for academic affairs 
Assistant provost’s office 
Vice president for finance and business 
Treasurer 
Comptroller 

Chief accounting officer 
Data processing 
Cost accounting 



General institutional 
Telecommunications 
Administrative computer services 
Legal, auditing, and insurance services 

Operation and maintenance of plant 

Plant manager’s office 
Assistant manager, shops 
Assistant manager, purchasing and 
inventory 
Shop supervisors 
Auxiliary enterprises 

Student housing 
Assistant for student amenities 
Assistant for custodial services in housing 
Director of food service 
Assistant director of food service, 
dining halls 

Assistant director of food service, catering 
Manager of university stores 
Assistant manager, textbooks 
Assistant manager, general merchandise 

Vertical Display 

Personnel compensation and 
professional services 

Salaries 

Faculty, full-time 
Faculty, part-time 
Officers 

Other exempt staff 

Wages 

Clerical 

Crafts and maintenance 

Custodial 

Security 

Students, work study 
Students, other 

Professional services 

Academic 
Administrative 
Auxiliaries and other 

Staff benefits 

Retirement plan 
Health plan 
Social security 
Workers’ compensation 
Unemployment 
Disability 

Tuition benefit, on campus 
Tuition benefit, off campus 
Food, lodging, and transportation 
Other 
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Consumables 

Supplies 

Office 

Maintenance supplies and materials 
Custodial 
Medical 
Photographic 
Printing, duplicating 
Travel and entertainment 

Transportation 

Airline tickets 
Bus, rail 

Car rentals, external 
Car rentals, from pool 
Mileage allowances 

Living costs 

Overnight 
Meals, beverages 

University guests 

Transportation 
Room and meals 

Utilities 

Electricity, produced in-house 
Electricity, purchased 
Coal, fuel oil for heating and cooling 
Natural gas 

Other heating and cooling 

Insurance 

Property and general liability 
Key executive life insurance 
Special hazards insurance 
Student health and accident insurance 
Employee accident insurance 
Employee professional liability 
insurance 

Special events insurance 



Printing and publishing 
Merchandise for resale, inventory 
change 

Textbooks 
Other books 
General merchandise 
Food 

Other inventory valuation adjustments 

Maintenance supplies and materials 
Building supplies, materials 
Coal, fuel oil, other 

Contract services other than 
professional 

Custodial 

Facilities maintenance 
Equipment maintenance 

Wear-and-tear and replacement costs 
related to capital items or to changes in 
valuations of physical assets 
Increasingly represented by 
depreciation or facility-use charges. 
Includes all long-lived assets (more 
than one year). 

New equipment 
Equipment replacement 
Library and other educational 
acquisitions 
Books 

Periodicals, serials 
Software 
Visual aids 

Laboratories, classrooms 

Equipment 

Installations 

Improvements 

Financing costs 

Short-term interest 
Long-term interest 
Other debt service costs 
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The costing procedures discussed later in this manual require no changes in an 
institution’s by-administrative-function or major-program chart of accounts other than those 
that may come about as a result of implementing SPAS No. 1 17 financial reports. 



Figure 2.5: Natural-Cost Account Structure with Selected Object-Line Items 



Account Structure 


Object*Line Items 


Personnel Compensation 


Faculty salaries 




All other salaries 




Support staff wages 




Student wages 




Staff benefits 




Professional services 


Consumables 


Supplies 




Travel, entertainment 




Transportation 




Telecommunications 




Contractual services, rentals 




Utilities 




Advertising 




Printing, publications 




Insurance 




Postage, freight, other 




All other 






CapitabRelated 


Interest 




Current cost of short-lived (one-year) assets 




Current cost of depreciable long-lived assets 

• Equipment, furnishings 

• Plant improvements 

• All other physical 
facilities and equipment 
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By-Function Accounts and Natural Costs 

However, by-function and by-program types of accounts must be excluded from the 
natural-cost structure. Institutional budgets frequently include, among the natural cost items, 
some costs that really belong on the by-function list. Even when shown in a lump sum, any 
account whose costs represent a combination of personnel, consumables, and capital costs 
must not be included in a natural-cost classification. Examples are natural or object-line 
costs such as commencement, alumni weekend, and even summer school; all are 
combinations of personnel compensation, consumables, and sometimes capital costs. 

In other instances, natural costs appear on by-function lists. For instance, Hyatt and 
NCHEMS list utilities in the by-function classification.* Figure 2.5 classifies utilities as a 
natural cost. Of course, there could be a functional account called “utilities administration” 

28 

47 



Cost Centers and Macro-Cost Charts of Accounts Used in Higher Education 



where the charge for utilities proper is a natural cost, supplemented by other costs for 
personnel compensation and whatever other resources it takes to manage the utility 
department. It is therefore important that institutions distinguish clearly between by-function 
and natural costs. Charts of accounts devoted to costing as defined here should be reviewed 
in order to correct any inconsistencies. 

Other Dimensions for Macro-Cost Account Ciassification 



The preceding charts of accounts form the basis for most macro-costing tasks, but they 
have one serious limitation: They do not zero in on most of the program-, activity-, and 
process-cost questions that managers and others must answer each day. Therefore, these 
most-used accounts constitute an inadequate basis for answering many of the truly interesting 
costing questions that arise almost daily in higher education. The following additional 
selected classification criteria supplement the traditional macro-cost accounts. 

Primary Versus Support Programs 

The important distinction between primary and support program costs is highlighted in 
SPAS No. 1 17. The primary missions of colleges and universities are said to be — 

• instruction, 

• research, 

• public service, and 

• auxiliary enterprises, including hospitals and other independent operations. 

Everything else is support. Instruction and research are normally vievved as the primary 
academic missions. For some institutions, hospitals and independent operations have 
academic dimensions. For the large majority of independent colleges, public service is 
minuscule and thus not a distinct mission. 

Primary Academic Programs and Instruction 

Instruction at most universities is carried out at several professional schools and colleges, 
such as those of architecture, the natural and the social sciences, law, medicine, engineering, 
the fine arts, and physical education. These are illustrated in figures 2.3 and 2.4. Instruction, 
research, and public service can be subsets of the primary programs represented by schools 
of business, law, architecture, and the fine arts. At principally undergraduate institutions, 
divisional or departmental disciplines are normally substituted . for , these professional 
classifications. 

Instructional costs, in the narrow sense, are often classified according to a variety of other 
programmatic dimensions: 

• The entire undergraduate component 

• Lower level (freshman and sophomore years) and upper class (junior and senior 
years) undergraduate program 
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• The cost of common course requirements, such as a generally required freshman or 
senior courses 

• The cost of a major 

• The cost of an honors or senior independent study program 

• The cost of the junior-year-abroad program 

• The cost of tutorial and remedial instruction 

• Total graduate program costs 

• The cost of specific graduate degrees at the master’s and doctoral levels 

These and many similar elements of the instructional program give rise to their 
specialized cost studies and require specialized charts of accounts when they are not already 
represented by a budget account. 

Core Versus Noncore Programs 

The core versus noncore comparison is similar to the primary versus support program 
distinction, but also has special academic connotations. How do institutions define their so- 
called core programs? Is the core what is required to obtain a degree, a major, a required 
academic concentration? Professional schools and academic departments have study 
requirements that are central to their particular disciplines and offer courses and methods of 
study that fulfill them. In addition, students may be required to take or can voluntarily choose 
courses and study topics which are not directly related to their professional field of 
concentration. As institutions define their core programs — if they can — they can also try to 
determine their costs and distinguish them from the costs of noncore programs. The 
traditional by-function chart of accounts does not normally accommodate cost questions that 
arise from the core/noncore program distinction. 

Interdepartmental Administrative and Operational Costs 

In recent years, college management has begun to identify certain costing issues that are 
not addressed directly in existing charts of accounts, partly because they cut across many 
jurisdictions and partly because institutions have novel ways of looking at costs. Among 
these, the following have become prominent: 

Marketing costs 

• Student recruitment or enrollment management costs 

• Fund-raising (annual funds, capital campaigns) costs 

• Institutional advertising and public relations costs 
Employee benefit costs 

• Health plan costs 

• Retirement benefits costs 

• Government-mandated employee benefits 
Risk management costs 

• Asset (insurance, prevention, security) protection 

• Employee liability (insurance, training, prevention) costs 

• Personal security (personnel, students, visitors) costs 
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Compliance costs 

• EEOC hiring and employment compliance costs 

• ADA, OSHA, and other compliance costs 

Transportation costs 

• The cost of maintaining the vehicle pool 

• The cost of transportation on and off campus of employees, students, supplies, 
materials, etc. 

• The cost of travel 

Costs related to federal and state programs 

• The cost of grants management (federal, state) 

• Reporting requirements costs 

• Required matching-funds program costs 

This list could be expanded easily. In not a single instance can these types of costs be 
ascertained simply by looking up the pertinent cost account or budget. By themselves, they 
are not higher education program costs, they seldom fall neatly into a specific by-function 
slot, they always cut across two or more jurisdictions, and they all are support costs. 

Activity-Based Costs 

Finally, most operational costing tasks tend to z ero in o n discrete institutional and 
departmental activities. Few of these are addressed by established charts of accounts. Chapter 
7 will discuss activity-based and process costing. 

Notes 

1. Statement of Financial Accounting Standards No. 117: Financial Statements of Not-for 
Profit Organizations, Financial Accounting Series No. 127-B (Norwalk, Conn.: Financial 
Accounting Standards Board of the Financial Accounting Foundation, June 1993). 

2. Hans H. Jenny, Managerial Financial Reporting, NACUBO, Financial Management 
Guidebook Series, no. 2 (Washington, D.C., 1993), 179. 

3. U.S. Department of Education, The Blue Book (Washington, D.C., July 1995). 

4. James A. Hyatt, A Cost Accounting Handbook for Colleges and Universities (Washington, 
D.C.: NACUBO, 1983), 11. Douglas J. Collier and Richard H. Allen, Data Providers’ 
Guide, vol. 1 of Higher Education Finance Manual (Denver, Colo.: NCHEMS, 1980), 68. 

5. Hyatt, A Cost Accounting Handbook, 13. Collier and Allen, Data Providers’ Guide, 69. 
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This chapter introduces the case of Research University, a hyphothetical independent 
research university. A sequence of exhibits highlights how “primary” program costs change 
as more support costs are allocated to them. 

Research University’s Board Requests Cost Information 

On June 30, 1995, Research University’s governing board requested from the institution’s 
president a draft proposal on how the university might henceforth report certain specific 
types of macro-costs in a supplement to the normal audited financial report. The gist of the 
board’s cost request is as follows: 

1. An aggregate or macro-cost figure for the institution as a whole using the cost 
definition of chapter 1 

2. Macro-cost figures for the principal administrative functions traditionally identified 
by the university’s audited year-end financial report, both before and after the 
allocation of support costs 

3. Macro-cost figures for the university’s principal professional schools and colleges 

4. Departmental costs within the natural and mathematical sciences program 

All cost figures must include the cost of physical capital as a depreciation charge. The 
board asked specifically for realistic estimates of depreciation costs based on historical asset 
valuations and useful-life estimates. The board stipulated that all cost models must make a 
clear distinction between operating costs and costs associated with the financing and use of 
physical assets. The board also indicated that, once agreement had been reached on how to 
implement such costing in the future, funds would be appropriated to create any necessary 
historical databases for these four types of costs. 
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Of the four basic costing assignments given by the board, the first two concerned the 
questions of how macro-costs for the institution as a whole and by-fiinction costs should 
henceforth be reported. In view of the fact that financial reporting practices are changing 
under SFAS No. 117, the university is offering a choice of by-function cost reporting 
models.' 

The Four-Tier Full-Cost Model 

The four-tier full-cost (FTFC) model described in chapter 1 distinguishes between 
operating costs and the three types of costs that stem from the university’s physical capital 
investments. This model will serve as a basis for all macro-costing illustrations found in this 
chapter. Figure 3.1 summarizes Research University’s full costs. Subsequent exhibits show 
how different allocation procedures distribute specific types of costs among the major 
administrative functions. Each exhibit clearly identifies each cost tier and the respective 
allocation bases and parameters. What is important is how and why the cumulative by- 
function costs change for each cost model and after each cost allocation procedure. 



Figure 3.1: Research University’s Four-Tier Full Costs in the Aggregate ($ in 1,000s) 



Tiers 


Items 


Costs by Tiers 


Going Concern 
Balances 




Current Revenues* 




$308,723 










One 


Personnel 


$175,444 






Consumables 


102,383 






Total 


277,827 


30,896 


- 








Two' 


Debt Costs 


4,238 






Total 


282,065 


26,658 










Three 


One- Year Assets 


2,446 






Total 


284,511 


24,212 










Four 


Depreciation 


19,256 






Total 


303,767 


4,956 



* For current revenues definition, please see chapter 1 . 
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Figure 3.2 compares tier-four or full costs for each of the five costing alternatives 
presented below and makes clear that a program’s full cost is definitely determined by how 
and to what degree various cost pools are being dispersed among a given list of cost centers. 
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Figure 3.2: Comparison of Tier-Four or Full Costs for Major Administrative Functions 
at Research University Using Different Cost Allocation Procedures ($ in 1,000s) 



Programs 


By Function 
(Figs. 3.3 & 3.4) 


Debt & 
Depreciation 
Costs Allocated 
(Fig. 3.5) 


Other Pooled 
Direct Costs 
Allocated 
(Fig. 3.6) 


All Support to 
Primary Program 
(Fig- 3.7) 


Primary 










Instruction 


$78,249 


$87,931 


$142,267 


$164,673 


Research 


32,781 


34,534 


48,340 


51,750 


Public Support 


6,384 


6,427 


8,003 


8,682 


Auxiliary Enterprises 


59,106 


59,106 


72,366 


78,663 


Total Primary 


176,520 


187,998 


270,976 


303,768 












Support 










Academic 


21,356 


21,737 


696 


0 


Executive Administration 


15,673 


15,885 


4,761 


0 


Public Relations 


11,281 


11,293 


3,275 


0 


Student Services 


20,515 


20,673 


8,452 


0 


General Institutional 


14,244 


14,366 


5,923 


0 


O&M 


37,348 


24,975 


9,670 


0 


Other 


6,830 


6,840 


15 


0 


Total Support 


127,247 


115,769 


32,792 


0 












Total 


303,767 


303,767 


303,767 


303,767 



Note: Because of rounding, figures may not add up exactly to totals. 



This table shows the obvious: Primary program costs increase as more and more support 
costs are allocated to primary cost centers. The support cost component declines gradually 
and disappears when all of its costs have been allocated to the primary programs. Costs 
among institutions for like by-function programs often differ depending on how many pooled 
direct and indirect support costs have been allocated to primary programs. 

Each vertical full cost array represents a specific costing model, and each is in its own 
right a correct representation of the university’s costs. Throughout, the university’s aggregate 
full cost is $303,767,000. The principal difference is how and to what degree support costs 
have been allocated in each model. 

First, the only changes in the pre-SFAS No. 117 audit data concern the elimination of 
certain noncost expenditures (i.e., debt reduction) and the identification of one-year asset 
acquisitions. Second, costs related to long-term debt and depreciation are charged directly to 
the respective plant accounts of operations and maintenance (O&M) and auxiliary 
enterprises. Third, equipment acquisitions and the associated depreciation costs are charged 
directly to the acquiring academic or administrative departments. In general, the university 
has moved gradually toward less pooling in order to maximize direct costing within the 
traditional by-function chart of accounts, in part anticipating the direct-costing opportunities 
inherent in SFAS No. 1 17. 

Which of the five models summarized in figure 3.2 represents best the costing assignment 
given to the university? Which model reflects best the post-SFAS No. 117 reporting 
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requirement? What other allocation alternatives should be explored? Which model or models 
will the board choose as future cost-reporting vehicles for the university? To help answer 
these questions, a look at each model is appropriate. 

Model One: Standard By-Function List of Program Costs 

Figure 3.3 describes the FTFC structure for the university’s major by-function programs 
that have been identified in the year-end audited financial report to date. 



Figure 3.3: Model One — Four-Tier Full Costs by Major Administrative Functions 

at Research University ($ in 1,000s) 



Programs by Function 


Tier One 


Long- 
Term 
Debt Cost 


Tier Two 


One- 

Year 

Assets 


Tier 

Three 


Deprec. 

Cost 


Tier 

Four 

(Audit) 


Instruction 


$77,425 




$77,425 


$824 


$78,249 




$78,249 


Research 


32,520 




32,520 


261 


32,781 




32,781 


Public Service 


6,330 




6,330 


54 


6,384 




6,384 


Academic Support 


21,041 




21,041 


315 


21,356 




21,356 


Executive Administration 


15,615 




15,615 


58 


15,673 




15,673 


Public Relations 


11,255 




11,255 


26 


11,281 




11,281 


Student Services 


20,447 




20,447 


68 


20,515 




20,515 


General Institutional 


14,086 




14,086 


158 


14,244 




14,244 


O&M 


22,025 


$3,098 


25,123 


392 


25,515 


$11,833 


37,348 


Education & General 


220,744 


3,098 


223,842 


2,156 


225,998 


11,833 


237,831 


Auxiliary Enterprises 


^ 50,258 


1,140 


51,398 


285 


51,683 


7,423 


59,106 


Other 


6,825 




6,825 


5 


6,830 




6,830 


















Total 


277,827 


4,238 


282,065 


2,446 


284,511 


19,256 


303,767 



Notes: The University allocates one-year assets directly to each acquiring department. Long-term debt costs and depreciation are charged to facilities in 
operations and maintenance (O&M) and auxiliary enterprises respectively. 



Model Two: Standard By-Function Costs Distinguishing Primary from Support Activities 

Figure 3.4 is identical to figure 3.3 in every respect, except that the primary program 
accounts are listed separately from the support accounts. None of the four cost tiers change. 
This format could be an appropriate post-SFAS No. 117 cost-reporting option, provided the 
university has implemented all outstanding direct-cost allocation and accounting changes. 

Model Three: Allocating Long-Term Debt and Depreciation Costs to Facilities in Primary 
and Support Activities 

Figure 3.5 illustrates the effect on tier-two through tier-four costs when long-term debt 
and depreciation costs are distributed from O&M to the primary and support areas where the 
original debt cost originated. Since the university charges these costs directly to each plant 
account with debt and does not pool them, they transfer relatively easily to each affected 
function. In most instances, no special allocation procedure is needed. In the few instances 
where plant with debt is shared by two or more primary and support functions, debt costs are 
allocated on the basis of assigned square footage. 
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After the allocation. SI. 125 .000 of long-term debt cost remains in the O&M account. 
$3,090,000 was transferred to primary programs, and $23,000 was shifted to academic 
support. Tier-two primary costs increase by $1,407,000 for instruction, by $528,000 for 
research, and by $15,000 for public service. Debt cost for auxiliary enterprises does not 
change. 



Research University’s Accounting Practices 

Since the pre-SFAS No. .1 17 starting point for cost allocation differs among institutions, some information on 
how Research University has previously allocated costs is essential. The following is a capsule summary of its 
principal.pre-SFAS No. 117 accounting policies: 

• An extensive system of internal pricing and chargebacks exists for direct-cost transfers; first among 
support departments, and second from support to primary programs. All purchases from external, 
vendors are charged directly to the appropriate natural-cost category of the acquiring department. 
Internally rendered services are sold to departments on a cost-of-labor-and-materials basis, with a 
variety of markups for handling, incidentals, and overhead. Utility costs are charged directly to each 
facility on either a metered basis (for facilities with meters) or prorated on a totairsquare-footage basis 
(for. facilities without meters). For some costing tasks, electricity costs are appropriately allocated on 

the basis of student or staff usage. ^ *, 

• Personnel benefits-a direct cost-were pooled by functions in the past, but are now charged directly 
to each department — Shared staff costs are apportioned among the affected departments. Even 
benefits that do not run through the payroll system, such as. the tuition benefit, staff travel benefit, and 
research stipends, are no longer pooled and charged directly to the departments. 

• The net cost of long-term plant debt is charged directly to plant with debt. .... 

• The university has adopted a useful-life-based depreciation policy. Plant and equipment depreciation is 
charged directly to each facility and computed on the basis of the undepreciated historiwi value of 
each facility. Equipment depreciation is charged directly to each acquiring department. Pooled or 
shared depreciation costs are allocated on the basis of assigned or total square footage, whichever is 

more logical. . . ^ . _ _ • 

• Scholarships, fellowships, and prizes were reported as an educational and general expense in the 

past: they are now treated as a discount. Prizes and certain awards for merit are treated as a tier-one 
cost. 

• The costs contained in the university’s by-function support accounts reported in the year-end audit 
represent the remaining cost pools whose allocation is the subject of this chapter. 

• For internal financial reporting and costing, the university will henceforth deduct student aid grants 
from tuition and fees, room and board, and other relevant auxiliary enterprise revenues in proportion to 
their respective weights as they are reflected in the student’s financial aid budget and package. 
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Selected.Principies Governing Cost Allocation 
The Affinity Requirement r 

The leading literature on costing, whether it applies to forr or not-forrprofit organizations, stipulates that cost . 
allocation bases must have a high degree of affinity with the cost element that is to be allocated.vThis means 
that there must be some logical or cause-and-effect connection. While most:higher education cost:allocation 
practices involve allocation bases that have such affinity, some do not;. Some allocation procedures:are 
imposed upon institutions by Circular A-21 and similar federal government pronouncements. Sometimes. these 
external rules actually prescribe specific cost accounting details that.violate the affinity principle. Sometimes 
institutions choose allocation bases for their simplicity rather than their logical: affinity. . 

The Desired Degree of Precision in Costing / 

Costs should be as precise as is possible under each institution's particular. circumstances:iThe costing 
literature addresses this issue by stipulating that costing should be carried out. within a framework of economic 
feasibility. What may not be economically feasible in 1950* may be so in the ^year 2000. As accounting 
technology and computer capabilities advance, more precision can be brought to costing. This is one reason 
why direct costing is on the increase and will continue to expand. Cost pooling was introduced for reasons of 
economy and. simplicity. It also reflected, compared to today, a relatively primitive and cumbersome state. of 
accounting technology. Modem computer-based cost accounting technology; on the other hand, .is versatile, 
flexible, and facilitates multiple complex cost transfers. Simplicity in costing and percentage allocation of costs 
reduces costing precision. Several examples in this and subsequent chapters demonstrate that. precision in 
costing can be enhanced even within the framework of large cost pools, . ^ 



Figure 3.4i Model Two^— Four-Tier Full Costs at Research University, with 
Primary and Support Programs Reclassified ($ in 1,000s) 



Programs by Function 


Tier One 


Long- 
Term Debt 
Cost 


Tier Two 


One- 

Year 

Assets 


Tier 

Three 


Deprec. 

Cost 


Tier 

Four 

(Audit) 


Instruction 


$77,425 




$77,425 


$824 


$78,249 




$78,249 


Research 


32.520 




32.520 


261 


32.781 




32.781 


Public Service 


6.330 




6.330 


54 


6.384 




6.384 


Auxiliary Enterprises 


50.258 


SI. 140 


51.398 


285 


51.683 


S7.423 


59.106 


Total Primary 


166.533 


1.140 


167.673 


1.424 


169.097 


7.423 


176.520 


Academic Support 


21.041 




21.041 


315 


21.356 




21.356 


Executive Administration 


15.615 




15.615 


58 


15.673 




15.673 


Public Relations 


11.255 




11.255 


26 


11.281 




11.281 


Student Services 


20.447 




20.447 


68 


20.515 




20.515 


General Institutional 


14.086 




14.086 


158 


14.244 




14.244 


O&M 


22.025 


3.098 


25.123 


392 


25.515 


11.833 


37.348 


Other 


6.825 




6.825 


5 


6.830 




6.830 


Total Support 


111.294 


3.098 


1 14.392 


1.022 


1 15.414 


11.833 


127.247 


















Total 


277.827 4.238 


282.065 


2.446 


284.511 


19.256 


303.767 
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Depreciation costs appear in the 
university’s individual plant accounts, 
and because of detailed equipment 
inventories, the university is able to 
assign equipment depreciation to 
individual departments. The cost of 
depreciation in figure 3.5 is thus 
allocated precisely to each primary and 
support activity. As a result, 
$10,400,000 of depreciation costs moves 
from the O&M account to other primary 
and support accounts. 

Model Fourr Allocating Selected 
Support Costs to Primary Activities 

Some separately pooled support costs ' 
are actually direct costs when seen from i 
the perspective of specific primary ^ 
programs. Three obvious examples are ' 
academic support, student admissions, 
and the registrar’s and student records 
offices. Even some or all costs of student 
life could be assigned directly to i 
instruction, but they are not allocated 
there in this model. Figure 3.6 illustrates 
the effect of such cost transfers on tier- : 

, i 

one and full costs. For instance, 
academic support ($21,041,000) is all- | 
ocated to instruction (70.42 percent) and 
research (29.58 percent), and the 
admissions and registrar’s cost 
($20,447,000) is extracted from student 
services and allocated fully to instruc- 
tion. Without its primary instructional 
mission, the university would have no 
academic support, admission, or reg- 
istrar functions. 

Other direct support costs were 
allocated on the basis of the original tier- 
one cost structure, and the allocation 
bases used are total tier-one costs, 
personnel compensation costs, and 



Frequently Used Allocation B^es.in:^ 
By-Function Costing ; 



Thl9 following list identifies the allocation 
most frequently in higher education by-functioapooled-.. 
costallocation procedures::.: 



Academic administration 
Personnel compensation 
Arbitrary prorating rule 
Time or service study 
Student credit hours 
Direct costsv 




Libraries-^ . 

Personnel compensation 
Total hours open or used . 
. Student credit hours.. 
Circulation and checkout:: 




FTE faculty* and. FTE’student-use.factor 





j Direct costst. “rr::. 

' Student servlces^^v ^ 

Student credit hours 

Student applications and matnoiiatiorts factorr; 
j Number of degrees awarded ’ ' ' ; ; i.V-K-' 

Number of courses off ered . 

Personnefcomperisation 

Numberof applications processed ;:?. . . ; - 

Number of student registrations process^.1:^ ^ 

Number of student aid applications processed:-: 

Number of matriculating students with studerd aid . 



Academic computing : 

Number of work stations in use ■ ./: ' ■ 

... Hours'of usage -V 

Number of project s pro cessed . - . 

FTE student-, and FTE faculty-use factor * 
FTEstudent usage; time study 
Direct costs 



Executive management 

Personnel compensation 
Arbitrary prorating rules 
Time study 
Student credit hours 
Direct costs : 



Plant operations 

Square feet occupied or assigned 
Value of plant 

Direct costs :: . ; > 

Technical and: other usage measures-^ 



Personnel compertsation 

Staff benefits:^. 

Salaries and wages 
Number of personnel 

Long-term debt costa: 

Value of assets financed 
Square footage 

Depreciation . 

Square feet.of facilities 
Value of facilities .. 
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square footage. The respective allocation percentages can be found in columns K,. L, and M 
of the exhibit. Each dollar amount and the account to which it is transferred are shown. The 
allocation bases are noted on the right for each category of costs. 



Figure 3.5: Model Three — Four-Tier Full Costs at Research University, with Long-Term Debt and 
Depreciation Costs Allocated to Cost Centers as Direct Costs ($ in 1,000s) 



Programs by Function 


Tier One 


Long- 
Term Debt 
Cost 


Tier Two 


One- 

Year 

Assets 


Tier 

Three 


Deprec. 

Cost 


Tier Four 
(New 
Audit) 


Instruction 


$77,425 


$1,407 


$78,832 


$824 


$79,656 


$8,275 


$87,931 


Research 


32,520 


528 


33,048 


261 


33,309 


1,225 


34,534 


Public Service 


6,330 


15 


6,345 


54 


6,399 


28 


6,427 


Auxiliary Enterprises 


50,258 


1,140 


51,398 


285 


51,683 


7,423 


59,106 


Total Primary 


166,533 


3,090 


169,623 


1,424 


171,047 


16,951 


187,998 


Academic Support 


21,041 


23 


21,064 


315 


21,379 


358 


21,737 


Executive Administration 


15,615 


0 


15,615 


58 


15,673 


212 


15,885 


Public Relations 


11,255 


0 


11,255 


26 


11,281 


12 


11,293 


Student Services 


20,447 


0 


20,447 


68 


20,515 


158 


20,673 


General Institutional 


14,086 


0 


14,086 


158 


14,244 


122 


14,366 


O&M 


22,025 


1,125 


23,150 


392 


23,542 


1,433 


24,975 


Other 


6,825 


0 


6,825 


5 


6,830 


10 


6,840 


Total Support 


111,294 


1,148 


112,442 


1,022 


113,464 


2,305 


115,769 


















Total 


277,827 


4,238 


282,065 


2,446 


284,511 


19,256 


303,767 



Model Five: Allocating All Tier-One Support Costs to Primary Programs 

The preceding model still leaves some indirect support costs unallocated. Figure 3.7 
illustrates the effects on tier-one and full costs when these remaining tier-one support costs 
are allocated to primary programs. The tier-one cost base (column B) reflects the figure 3.6 
adjustments. The allocation procedures are similar to those used in figure 3.6, except that 
new figure 3.6 primary program percentage allocation bases (columns K, L, and M) are used. 
Simultaneously, this model also allocates the remaining tier-two through tier-four costs. 

Total support costs could also have been allocated to the four primary programs without 
using the figure 3.6 intermediary step. But this would have changed the individual allocations 
and the final tier-four costs and created still another primary fully allocated program cost 
model (not shown here). 

Post-SFAS No. 117 Alternative Reporting Formats 

Although the program structure shown in these exhibits summarizes how higher education 
has traditionally looked at primary and support programs, many institutions have their own 
ideas and preferences. The following examples are presented to the Research University 
governing board as a basis for choosing the university’s final reporting formats. 
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Figure 3.6: Model Four — ^Allocating Direct Support Costs at Research University to Primary Programs ($ in 1,000s) 



Institutionwide Full Costs of Primary By-Function Programs Under Varying Allocation Rules 
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Figure 3.7: Model Five — Four-Tier Full Costs at Research University, with Direct Support Costs Allocated to Primary Cost 

Centers, Leaving Residual or Indirect Support Program Costs ($ in 1,000s) 
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The By-Function Model with Explicit Indirect Support Costs 

The by-function model with explicit indirect support costs preserves the traditional by- 
function support accounts, isolates only true indirect costs, and thus ensures considerable 
historical trend continuity. The remaining indirect support costs ($28,317,000) are 
considerably smaller than those encountered in the pre-SFAS No. 117 version 
($111,294,000, from figures 3.3 and 3.4) because primary programs now reflect support 
costs, which had been pooled. 

The following summary single-column cost statement, figure 3.8, uses figure 3.6 data. In 
this version, tier-two through tier-four costs have not been allocated. Total Tier One shows 
the operating result, and Total Tier Four highlights the excess of current revenues over 
costs, excluding certain transfers to and from funds. 



Figure 3.8: Summary Single-Column Presentation of Four-Tier Full Costs 
of Primary and Support Programs at Research University ($ in 1,000s) 



Tiers 


Items and Programs 


Cost Tiers 


F&L Balance 




Current Revenues 
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One 


Instruction 


$131,761 






Research 


46,326 






Public Service 


7,906 






Auxiliary Enterprises 


63,518 






Total Primary Programs 


249,511 


59,212 
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Student Services 


8,226 






General Institutional 


5,643 






O&M 


6,720 






Total Support 


28,317 


30,895 




Total Tier One 


277,828 


30,895 


Two 


Long-Term Debt Cost 


4,238 






Total Tier Two 


282,066 


26,657 


Three 


One- Year Assets 


2,446 






Total Tier Three 


284,512 


24,211 


Four 


Depreciation 


19,256 






Total Tier Four 


303,767 


4,956 



Note: Because of rounding, figures may not add up exactly to totals. 



Figure 3.9, also based on figure 3.6 data, shows the same result after tier-two through tier- 
four costs have been allocated to primary and support activities. The multicolumn format 
provides a clearer picture of where tier-two through tier-four costs are being allocated. In 
both figures 3.8 and 3.9 the issue is how much, if any, support cost should be reported 
separately. 

The Simplified By-Function Format With Primary Full Costs Only 

Figure 3.10 is a summary report of model five (figure 3.7). Like figure 3.9, it is an FTFC 
model. In this format the four primary programs absorb all support costs. 
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Figure 3.9: Four-Tier Full-Cost Report by Major Functions at Research University, 
with Ail Costs Allocated to Primary and Support Activities ($ in 1,000s) 
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Total 
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4,956 



Note: Because of rounding, figures may not add up exactly to totals. 



Figure 3.10: Four-Tier Summary Report for Research University Showing Primary 

Programs Costs Only ($ in 1,000s) 
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$308,723 


Instruction 


$151,165 


$2,119 


$1,522 


$9,867 


$164,673 
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Research 


49,436 


598 


378 


1,338 


51,750 


92,300 


Public Service 


8,493 


28 
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61 


8,682 


83,618 


Auxiliary Enterprises 


68,734 


1,493 


446 


7,990 


78,663 
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Total Primary 


277,828 


4,238 


2,446 


19,256 


303,767 


4,956 



Note: Because of rounding, figures may not add up exactly to totals. 



SFAS No. 117-Type Cost Report Formats Containing Support 
Costs 



SFAS No. 117 does not prescribe a specific primary program chart of accounts. To date, 
all the sample reports offered by institutions use a mix of primary programs and a limited but 
varying number of support activities. Some institutions view some support activities, such as 
certain types of student services (e.g., advisement, student activities management), as 
primary activities. Whether the intent of SFAS No. 1 17 is to follow the example of figure 3.9 
or figure 3.10 is not clear. If the latter, it may be some time before institutions comply fully 
with such a truncated primary program list. 
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If, over time, cost reports based on SFAS No. 117 contain fewer or no support-cost 
categories, differences in cost allocation practices will continue to haunt inter-institutional 
cost comparisons. Even if a future list of cost accounts resembles that shown in figure 3.10, it 
is not certain which specific costs will be reflected in each cost center in a post-SFAS No. 
117 world. 

Figure 3.1 1 suggests an alternative primary and support program cost report structure that 
would be acceptable under SFAS No. 117. 



Figure 3.11: Selected By-Function Accounts in Audit Format 



Function 








Primary Programs 


Instruction, departmental research, other educational 




Sponsored research and contracts 




Libraries 




Educational functions of hospitals and other independent operations 






Support Activities 


Operations and maintenance of educational plant 




General administration and institutional 




Student services 






Other 


Auxiliary enterprises 




Hospitals 




All other 







Note: Each account would have its tier-one through tier-four columns. 



In the post-SFAS No. 117 world, each institution starts not only from its unique 
accounting base, but also from its own cost allocation tradition. To date, figures 3.9 and 3.1 1 
reflect tradition, whereas figure 3.10 points to some future ideal where costs are reported 
strictly for an institution’s primary programs. 



Alternative Allocation Bases and Their Effects 
on Tier-One Costs 

Simplicity and economy are powerful incentives when colleges and universities allocate 
pooled costs. As shown above, simple percentage allocation of pooled costs always sacrifices 
some costing precision. It is relatively simple to enhance costing precision without 
abandoning percentage allocation of pooled costs. 

Allocating Pooled Costs on the Basis of Their Natural Costs 

Support costs normally represent cost combinations for personnel, consumables, and 
sometimes long-term debt costs and asset depreciation. Percentage allocation can transfer 
such costs in two ways: 
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First, the most simple type of percentage cost transfer, used in the preceding exhibits, 
prorates a support cost to one or several other accounts in lump sums without paying 
attention to their natural-cost structures. This method is also used to prevent the double 
counting of costs. For certain costing purposes, it is also the least precise cost allocation 
approach. 

Second, costing precision is maximized when costs are allocated to cost centers in direct 
proportion to their natural-cost structure. This is called kind-for-kind cost allocation. Ideally, 
this means that indirect or support travel costs are allocated to direct travel costs, that 
indirect utility costs are allocated to direct utility costs, and that indirect or support personnel 
costs are allocated to direct personnel costs. In other words, the cost pool is transferred, line 
by line, on the basis of percentage shares of each type of natural costs identified by the 
budget. This way, the natural cost structure is not distorted. 

But such precision in transferring costs may be asking too much, and there is a simpler 
way that at least reduces the cost structure distortion resulting from the most common 
indirect-cost allocation practices. Figure 3.12 divides natural direct costs into two broad 
categories: total personnel costs and total consumables costs. The objective is to allocate 
$22,025,000 of O&M costs. 



Figure 3.12: Prorating Costs in Proportion to Natural-Cost Lines 
at Research University ($ in 1,000s) 



Cost Center 


Personnel 


Consumable 


Tier One 










Instruction 


$56,133 


$21,292 


$77,425 


O&M Allocation 


11,288 


10,737 


22,025 


Total 


67,421 


32,029 


99,450 


Percentage Shares 


67.79% 


32.21% 


100.00% 


O&M Allocation % 


51.25% 


48.75% 


100.00% 


O&M Allocation 






$22,025 



In this example, the pre-allocation shares of instructional personnel and consumables are 
72.50 and 27.50 percent, respectively. Because the shares for O&M personnel and 
consumables are different — 51.25 and 48.75 percent — the final post-allocation percentages 
for instruction are 67.79 and 32.21. This kind-for-kind natural-cost allocation procedure 
reflects accurately the final percentage shares of total tier-one personnel and consumables 
resources. 

When, as in figures 3.6 and 3.7, an entire support department’s cost is transferred to a 
primary program — academic support, admissions, and registrar’s office — natural kind-for- 
kind cost transfers can be accomplished easily. When only a portion of a support 
department’s costs are transferred, this more complicated approach would transfer natural 
costs the appropriate proportions. 

How much costing precision should one strive for? Whenever support costs are 
transferred to primary programs without kind-for-kind natural-cost distinctions — for 
instance, through a lump-sum prorating mechanism — the percentage weights for personnel 
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compensation and consumables are changed. Worse, if the full cost being transferred 
includes tier-two through tier-four cost elements, the percentage transfer obscures the 
structure of costs even more. The virtue of the FTFC model is precisely that it can keep such 
lump-sum distortions to a minimum. 

Only a few of the examples which follow employ this type of kind-for-kind natural-cost 
allocation procedure. Research University may consider this alternative in the interest of 
preserving the integrity of the natural-cost structure when it reports the full natural costs of 
its primary programs. 

Allocating Executive Administration Costs: A Comparative Analysis 

Cost distortions for inter-institutional cost comparisons can originate innocently enough 
and early in the cost allocation process. The allocation of executive administration costs is a 
case in point. 

How executive administration costs are allocated may not be the most pressing cost 
allocation problem faced by institutions, but it highlights well the post-allocation cost 
differences that result when there is a choice among allocation bases for one type of cost. 
Executive administration costs are a subset of institutional support costs. Institutions have 
always charged a certain percentage of their executive administration costs to various by- 
function cost centers. The most common practice is to charge a significant portion of these 
costs to auxiliary enterprises. Institutions differ in how they allocate these costs. Figure 3.13 
shows how five different allocation procedures affect the costs of auxiliary enterprises. Three 
broad types of executive administration cost allocations are used: 

• A portion of executive administration costs is allocated only to auxiliary enterprises. 

• Executive administration costs are allocated to all by-function cost centers. 

• Executive administration costs are allocated to primary cost centers only. 

The six allocation examples shown produce five different executive administration costs 
that must be allocated. 



Figure 3.13: Summary Comparison of Five Allocation Methods for Executive 
Administration Costs and the Effect on Auxiliary Enterprise Costs ($ in 1,000s) 



To Auxiliary Enterprises Only 


A 


Arbitrary 25 percent of executive 
administration costs shift to auxiliary 
enterprises 


$3,904 




B 


Auxiliary enterprises direct-cost 
percentage 


$2,825 


To All Cost Centers 


c 


Percentage shares of personnel 
compensation 


$2,767 




D 


Direct or tier-one costs 


$2,993 




E 


Same as C with personnel/consumables 
distinction 


$2,545 


To Primary Cost Centers Only 


F 


Same as C 


$3,381 
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Figure 3.14 stipulates that 25 percent of total executive administration costs be allocated 
solely to auxiliary enterprises. This practice is simple and direct. In this example, $3,904,000 
of total executive administration costs shifts to auxiliary enterprises. Educational and general 
(E&G) tier-one costs decline to $216,840,000, and executive administration costs decline to 
$11,711,000. 



Figure 3.14: Allocating 25 Percent of Executive Administration Costs 
at Research University to Auxiliary Enterprises ($ in 1,000s) 



Cost Centers 


Tier-One Costs 
Before Allocation 


Allocating 25% of 
Executive 
Administration 


Tier-One Costs 
After Allocation 










Instruction 


$77,425 




$77,425 


Research 


32,520 




32,520 


Public Service 


6,330 




6,330 


Academic Support 


21,041 




21,041 


Student Services 


20,447 




20,447 


Public Relations and Development 


11,255 




11,255 


Executive Administration 


15,615 


-$3,904 


11,711 


Other Institutional Support 


14,086 




14,086 


O&M 


22,025 




22,025 


Total E&G Direct Costs 


220,744 




216,840 


Auxiliary Enterprises 


50,258 


3,904 


54,162 


All Other 


6,825 




6,825 


Total 


277,827 




277,827 



Note: Because of rounding, figures may not add up exactly to totals. 



Figure 3.15 allocates executive administration costs on the basis of auxiliary enterprise’s 
tier-one or direct cost percentage share. The executive administration share allocated is 
$2,825,000, or $1,079,000 less than in figure 3.15. Total E&G tier-one costs rise to 
$217,919,000. 

Figure 3.16 illustrates the effect on final tier-one costs when total personnel compensation 
is the allocation base. The auxiliary enterprises share of executive administration costs 
changes again to $2,767,000, the executive administration account ends up with a zero 
balance because the entire component has been allocated to all the other cost centers, and 
E&G tier-one costs are now $217,855,000. 

Figure 3.17 uses tier-one or direct costs as an allocation base for executive administration 
costs, since direct costs are stipulated in Office of Management and Budget Circular A-21 as an 
appropriate allocation base.^ The amount allocated to auxiliary enterprises is now $2,993,000. 

Finally, figure 3.18 allocates executive administration costs on the basis of the percentage 
shares of personnel compensation and consumables. The amount of executive administration 
costs allocated to auxiliary enterprises is $2,137,000 for personnel compensation costs and 
$408,000 for consumables costs, for a total of $2,545,000, reflecting the precise percentage 
of total executive administration for personnel compensation and consumables. 
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Figure 3.15: Allocating Executive Administration Costs at Research University 
to Auxiliary Enterprises on the Basis of Auxiliary Enterprises’ 
Tier-One or Direct-Cost Share ($ in 1,000s) 



Cost Centers 


Tier-One Costs 
Before Allocation 


Allocating % of 
Auxiliary 
Enterprises’ 
Direct Costs 


Tier-One Costs 
After Allocation 










Instruction 


$77,425 




$77,425 


Research 


32,520 




32,520 


Public Service 


6,330 




6,330 


Academic Support 


21,041 




21,041 


Student Services 


20,447 




20,447 


Public Relations and Development 


11,255 




11,255 


Executive Administration 


15,615 


-$2,825 


12,790 


Other Institutional Support 


14,086 




14,086 


O&M 


22,025 




22,025 


Total E&G Direct Costs 


220,744 




217,919 


Auxiliary Enterprises 


50,258 


2,825 


53,083 


All Other 


6,825 




6,825 


Total 


277,827 




277,827 


Auxiliaries as a % of Total Direct 
Costs 


22.77% 







Note: Because of rounding, figures may not add up exactly to totals. 



Figure 3.16: Allocating Executive Administration Costs at Research University 
to All Cost Centers on the Basis of Personnel Compensation Percentage Shares 

($ in 1,000s) 



Cost Centers 


Direct Costs 
Before 
Allocation 


Allocating by 
% of Personnel 
Compensation 


Allocating % of 
All Personnel 
Compensation 


Direct Costs 
After Allocation 












Instruction 


$77,425 


36.52% 


$5,703 


$83,128 


Research 


32,520 


13.85 


2,163 


34,683 


Public Service 


6,330 


6.91 


1,078 


7,408 


Academic Support 


21,041 


5.25 


820 


21,861 


Student Services 


20,447 


6.78 


1,059 


21,506 


Public Relations and Development 


11,255 


3.07 


479 


11,734 


Executive Administration 


15,615 


0.00 


-15,615 


0 


Other Institutional Support 


14,086 


3.27 


511 


14,597 


O&M 


22,025 


5.85 


913 


22,938 


Total E&G Direct Costs 


220,744 


81.50 


-2,889 


217,855 


Auxiliary Enterprises 


50,258 


17.72 


2,767 


53,025 


All Other 


6,825 


0.78 


122 


6,947 


Total 


277,827 


100.00 


0 


277,827 



Note: Because of rounding, figures may not add up exactly to totals. ^ 
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Figure 3.17: Executive Administration Costs at Research University Allocated 
on the Basis of Tier-One or Direct Costs ($ in 1,000s) 



Cost Centers 


Tier-One Costs 
Before Allocation 


% of Tier- 
One Costs 


Allocating 

Amounts 


Tier-One Costs 
After Allocation 












Instruction 


$77,425 


29.53% 


$4,611 


$82,036 


Research 


32,520 


12.40 


1,937 


34,457 


Public Service 


6,330 


2.41 


377 


6,707 


Academic Support 


21,041 


8.02 


1,253 


22,294 


Student Services 


20,447 


9.78 


1,527 


21,974 


Public Relations 


11,255 


2.31 


361 


11,616 


Executive Administration 


15,615 


0.00 


-15,615 


0 


Other Institutional Support 


14,086 


5.37 


839 


14,925 


O&M 


22,025 


8.40 


1,312 


23,337 


Total E&G Direct Costs 


220,744 


78.23 


-3,399 


217,345 


Auxiliary Enterprises 


50,258 


19.17 


2,993 


53,251 


All Other 


6,825 


2.60 


406 


7,231 


Total 


277,827 


100.00 


0 


277,827 



Note; Because of rounding, figures may not add up exacdy to totals. 



Figure 3.18: Dividing Tier-One Costs at Research University on the Basis of Personnel 
Compensation and Consumables or Natural Cost Categories ($ in 1,000s) 



Cost Centers 


Personnel 


Consumables 


Executive 

Administration 

Personnel 


Executive 

Administration 

Consumables 


Tier One 














Instruction 


$56,133 


$21,292 


$4,872 


$339 


$82,636 


Research 


26,505 


6,015 


2,300 


96 


34,916 


Public Service 


4,495 


1,835 


390 


29 


6,749 


Academic Support 


7,175 


13,866 


623 


221 


21,885 


Student Services 


13,802 


6,645 


1,198 


106 


21,751 


Executive Administration 


14,011 


1,604 


-14,011 


-1,604 


0 


Institutional Support 


3,215 


10,871 


279 


173 


14,538 


Public Relations and Development 


8,779 


2,476 


762 


38 


12,055 


O&M 


14,315 


7,710 


1,242 


123 


23,390 


Total E&G 


148,430 


72,314 


-2,345 


-480 


217,920 


Auxiliary Enterprises 


24,625 


25,633 


2,137 


408 


52,803 


All Other 


2,389 


4,436 


208 


71 


7,104 


Total 


175,444 


102,383 


0 


0 


277,827 



Note: Executive administration costs are allocated to all cost centers on the basis of their percentage shares of personnel compensation and consumables. 



Figure 3.19 compares the five sets of tier-one costs that result from these cost allocation 
approaches. Even though executive administration costs represent a relatively small 
percentage of total operating costs (5.62 percent), the significant post-allocation tier-one cost 
differences should give any cost allocation theorist pause: Which of the allocated costs — and, 
therefore, of the resulting tier-one costs — is the correct one? 
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Figure 3.19: Comparing Post-Allocation Tier-One Costs at Research University 

($ in 1,000s) 



Cost Centers 


Figure 3.14 


Figure 3.15 


Figure 3.16 


Figure 3.17 


Figure 3.18 














Instruction 


$77,425 


$77,425 


$83,128 


$82,036 


$82,636 


Research 


32,520 


32,520 


34,683 


34,457 


34,916 


Public Service 


6,330 


6,330 


7,409 


6,707 


6,749 


Academic Support 


21,041 


21,041 


21,861 


22,294 


21,885 


Student Services 


20,447 


20,447 


21,506 


21,974 


21,751 


Public Relations and Development 


11,255 


11,255 


11,734 


11,616 


0 


Executive Administration 


11,711 


12,790 


0 


0 


14,538 


Other Institutional Support 


14,086 


14,086 


14,597 


14,925 


12,055 


O&M 


22,025 


22,025 


22,938 


23,337 


23,390 


E&G Direct Costs 


216,840 


217,919 


217,856 


217,346 


217,920 


Auxiliary Enterprises 


54,162 


53,083 


53,025 


53,251 


52,803 


All Other 


6,825 


6,825 


6,947 


7,231 


7,104 


Total 


277,827 


277,827 


277,827 


277,827 


277,827 



Note: Because of rounding, figures may not add up exactly to totals. 



Allocating All Support Costs Only to Primary Cost Centers 

Figure 3.20 uses tier-one primary program costs that result after executive administration 
costs have been allocated only to primary programs. The remaining total support costs of 
$95,679,000 are allocated on the basis of personnel compensation. However, since the 
remaining support costs are transferred without regard to each cost component’s proper 
affinity-based allocation base, the resulting post-allocation tier-one costs are quite arbitrary. 
Figure 3.20 is an example of quick-and-dirty costing where precision is not required. 

Alternative Allocation of Support Costs Using Multiple Allocation Bases 

Figure 3.21 illustrates one possible alternative, with program cost outcomes that are 
different from those shown before. This iterative model uses multiple allocation bases. 



Allocating Tier-Two Through Tier-Four Costs After the Fact 



Long-Term Debt Costs 

The most logical allocation base for aggregate plant-debt costs is the value of the debt in 
question, as illustrated in figure 3.22. For instance, if a dormitory has been debt-financed in 
full or in part, the total net debt cost must be charged to it. If debt encompasses more than 
one facility, the debt cost should be shared in proportion to each facility’s percentage of the 
total (shared) debt. 

Costs caused by plant debt are direct costs even if they are pooled. Under SFAS No. 1 17, 
this cost could be charged directly to cost centers which have debt-financed plant. Debt costs 
of instructional plant will be charged to instruction rather than to O&M, and debt costs of 
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Figure 3.20: Allocating Remaining Support Costs at Research University to Primary 
Programs on the Basis of Personnel Compensation ($ in 1,000s) 



Functions 


Tier-One 
Costs Before 
Allocation 


% of 

Personnel 

Compensation 

Costs 


Allocating 

Amounts 


Tier-One 
Costs After 
Allocation 












Instruction 


$85,673 


52.82% 


$50,538 


$136,211 


Research 


35,838 


21.25 


20,332 


56,170 


Public Service 


6,998 


4.28 


4,095 


11,093 


Auxiliary Enterprises 


53,639 


21.65 


20,715 


74,354 


Total Primary 


182,148 


100.00 


95,679 


277,827 


Academic Support 


21,041 




-21,041 


0 


Executive Administration 


15,615 




-15,615 


0 


Public Relations and Development 


11,255 




-11,255 


0 


Student Services 


20,447 




-20,447 


0 


Institutional Support 


14,086 




-14,086 


0 


O&M 


22,025 




-22,025 


0 


All Other 


6,825 




-6,825 


0 


Total Support 


111,294 




-111,294 


0 


Total 


293,442 




-15,615 


277,827 



research facilities will be charged to research. Only direct 0«&M plant debt costs will be 
charged to the O&M account. 

Normally, the plant in question is identified by the debt instruments drawn up at the time 
of debt acquisition. Each debt instrument clearly identifies the financing of the construction 
project that is the basis for the debt costs. Assigning debt costs is straightforward until one 
has to divide such costs among more than one facility or project. 

Because the debt costs of long-term facilities normally relate to specific facilities projects, 
normally this cost should not be charged to or averaged out over, plant that is debt-free. The 
percentage shares of total or assigned square footage among the various functional accounts 
are completely independent of the value of any plant debt. Figure 3.22 shows the percentage- 
share differences. When the same cost aggregate is distributed on the basis of each column, 
the allocated costs will differ in each case. 

If the cost of long-term debt must be reflected in the activities costs of services rendered 
within a given debt-financed facility, then square footage, credit hours, and other suitable 
cost allocation bases can be used. 

Not all long-term debt is acquired to finance physical facilities. Long-term debt costs that 
are not related to physical assets should be charged to the activities supported by the debt. 
For instance, if long-term debt supports an ongoing institutionally financed student loan 
program, debt costs are uniquely related to this program. 

Debt costs derive from debt of different vintages with different interest rates. In figure 3.22, 
non-auxiliary-enterprise debt is listed by vintages. There are four different groupings of 
instruction-related debt. For instance, the O&M account was initially charged interest of 
$207,000 (5.51 percent) for $3,755,000 of debt issued to finance renovation of an 
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instructional facility. It was also charged $348,000 (6.57 percent) of interest for another 
instructional facility’s debt of $5,295,000. Of the two debt vintages, the smaller debt 



Figure 3.21: Allocating Support Costs at Research University Using Multiple 

Allocation Bases ($ in 1,000s) 



Step 


Action 


Cost Centers Primary Programs 


Tier-One 

Cumulative 


%of 

Base 


Total 

Allocated 


Tier- 

One 

Costs 






Previously Allocated Executive 
Administration Costs 


$15,615 








First 


Allocate 


Student Services + Academic Support 
Basis: Direct 


41,488 












Instruction 


85,673 




$41,488 


$127,161 






Research 


35,838 






35,838 






Public Service 


6,998 






6,998 






Auxiliary Enterprises 


53,639 






53,639 






Cumulative Subtotal 


182,148 




41,488 


223,636 


Second 


Allocate 


Public Relations and Development 
Basis: Total Tier-One Costs 


11,255 












Instruction 


127,161 


52.82% 


5,945 


133,106 






Research 


35,838 


21.25 


2,392 


38,230 






Public Service 


6,998 


4.28 


482 


7,480 






Auxiliary Enterprises 


53,639 


21.65 


2,437 


56,076 






Cumulative Subtotal 


223,636 


100.00 


11,256 


234,892 


Third 


Allocate 


Institutional Support 

Basis: Total Personnel 
Compensation 


14,086 












Instruction 


133,106 


52.82 


7,440 


140,546 






Research 


38,230 


21.25 


2,993 


41,223 






Public Service 


7,480 


4.28 


603 


8,083 






Auxiliary Enterprises 


56,076 


21.65 


3,050 


59,126 






Cumulative Subtotal 


234,892 


100.00 


14,086 


248,978 


Fourth 


Allocate 


O&M 

Basis: Total Square Feet Occupied 


22,025 












Instruction 


140,546 


61.25 


13,490 


154,036 






Research 


41,223 


6.25 


1,377 


42,600 






Public Service 


8,083 


1.15 


253 


8,336 






Auxiliary Enterprises 


59,126 


31.35 


6,905 


66,031 






Cumulative Subtotal 


248,978 


100.00 


22,025 


271,003 


Fifth 


Allocate 


All Other 

Basis: To Instruction 


6,825 












Instruction 


154,036 




6,825 


160,861 






Research 


42,600 






42,600 






Public Service 


8,336 






8,336 






Auxiliary Enterprises 


66,031 






66,031 






Cumulative Subtotal 


271,003 




6,825 


277,828 
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Figure 3.22: Long-Term Debt Costs at Research University Allocated on the Basis 
of Percentage Shares of Debt Dollar Values ($ in 1,000s) 



Plant with Debt by 
Function 


Amount of 
Debt O&M 


% Share of 
Debt 


Amount of 
Debt Cost 


% Share of 
Net Debt 
Costs 


% Square 
Feet Plant 
with Debt 


Instruction 


$3,755 


5.38% 


$207 


4.88% 


5.10% 


O&M 


355 


0.51 


29 


0.68 


1.30 


Instruction 


5,295 


7.59 


348 


8.21 


3.95 


Instruction 


2,985 


4.28 


202 


All 


9.50 


Academic Support 


725 


1.04 


49 


1.16 


2.60 


Instruction 


1,515 


2.17 


95 


2.24 


3.75 


Research 


2,215 


3.18 


138 


3.26 


4.25 


Institutional Support 


1,055 


1.51 


72 


1.70 


3.20 


Subtotal 


17,900 


25.66 


1,140 


26.90 


33.65 


Student Housing 


25,825 


37.03 


1,625 


38.34 


35.25 


Food Services 


14,805 


21.23 


775 


18.29 


24.55 


Other 


3,015 


4.32 


205 


4.84 


1.85 


Subtotal 


43,645 


62.58 


2,605 


61.47 


61.65 


All Other 


8,200 


11.76 


493 


11.63 


4.70 


Total 


69,745 


100.00 


4,238 


100.00 


0.00 














Public Service* 


225 


0.37 


16 


3.80 


1.35 















* $225 should be charged to public service. 



represented a larger share of the total square footage with debt (5.10 percent), whereas the 
larger debt related to a smaller debt-encumbered square footage (3.95 percent). Similar 
differences are shown in the exhibit for the other debt vintages. 

Therefore, when square footage is the allocation base, the ensuing cost allocation no 
longer emphasizes the dollar value of the debt in question, but the size of the facilities to 
which debt costs are allocated. Square footage often is an appropriate allocation base for 
costs that must be distributed within a debt-financed structure; it is a less appropriate base for 
allocating debt costs among structures and large by-function programs. Thus, if an institution 
has decided to pool debt and its related costs, and then later allocates these costs on a basis 
other than the debt’s dollar value, the resulting primary or support program costs will be 
distorted. 

The step-down cost allocation method charges debt cost first to each debt-financed facility. 
When debt costs are allocated to primary by-function programs, most of the cost will 
normally be divided between instruction and auxiliary enterprises. For the portion of debt 
cost that spills over into research and public service, institutions should first be guided by the 
terms of the original financing, which normally identifies the values of the projects covered 
by debt. If the documentation provides insufficient or no clues to the value distribution of the 
debt in question, the square footage method is appropriate, though less desirable, for 
allocating any debt segments not assigned to instruction. Research University assigns debt 
costs directly to each project and facility originally financed with debt. 
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Hierarchies'AmongCdst Categories 

Full costs always- come in clusters.-TRese clusters exist at . different levels of cost aggrpg^tiqrr?;with^ 
institutionwide costs- embracing everything and departmental costs concentrating on relabvejym^ 



concerns 



costs: 



luenib. A, 

If Instruction and sponsored research are the primary activities, the following are sourM^o|M^ 












Public service 
Academic support" 

Libraries", 

Academic computer services 
Student services 
Institutional support 

Operations and maintenance . ’ . 

If student recruitment is the primary activity, the following may contribute support costs: : 

Undergraduate and graduate admissions 
Student records, registrar 

Student financial aid administration - : • . 

Faculty involved in recruiting , I'i' vo 

Publications and printing department .‘ -r v' ^ 

Office services ' . 

Custodial., services . — 

Catering- • ; - AsKP; " ' 

Alumni (recruiting) relations 
Specialized professional services 
Computer services 

If a three-year fund-raising effort is the primary activity, the following provide support: 

Trustee- and alumni-relations department ’ ,■ 

Development department 
Public relations and publicity 
Specialized professional services 
Computer services 
Financial administration 

The true art in costing is to dissect the types of support-cost pools illustrated here and 
activities in question in a logical manner. Most of the support costs in these illustrations are direct costs for the 

costing task involved, and relatively few will actually prove to be indirew costs Per Inter-account 

The simplified cost allocation examples shown earlier are essentially of from^tha-bottorn-uo 

cost transfers taking place prior to pooling are a given. Many institutions a rea y av nr neariv full costs 

allocation systems where pooled and indirect cost transfers are ongoing or current so that full or nearly full costs 

are achieved at the end of each accounting interval. node in itc upariend audit 

Here, the issue is how. once an institution reports its by-function or ma)or program cos s audit 

report, specific support and common costs can be allocated to its pnmary .. 

reorganizing its entire accounting system. TWs Is exactly the assignment f ^sea^ s tord of 

Trustees, and the approaches illustrated above apply to all institutions that might face a similar costing task. 



o 
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Smaller institutions may have less difficulty assigning debt costs directly to Primary 
programs than do large and complex institutions with very diverse facilities debt and 
complex plant usage. Nevertheless, for maximum costing precision, even in those muc 
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more complicated situations, all debt costs should be allocated directly, first on the basis of 
the actual dollar value of the debt and second, perhaps as a last resort, on the basis of square 
footage. 

One-Year Assets 

Separating one-year assets from both consumables and long-lived assets may seem like an 
arbitrary and overly pedantic distinction. However, it derives directly from the difference 
between expenses and costs. Fully expensed asset acquisitions represent an expense of 
capital or an investment. Most fully expensed asset acquisitions have useful lives in excess of 
one year. The true explicit cost of the original capital investment is most simply and 
conventionally expressed through an appropriate depreciation charge; depreciation charges 
are a function of an asset’s undepreciated value and its useful life. 

Thus, rather than focusing on whether or not an asset acquisition was fully expensed and 
whether or not it was capitalized, the approach taken here is that, for costing purposes, all 
asset acquisitions should be depreciated on the basis of their respective original costs and 
useful lives — thus the distinction between one-year and longer-lived assets. If a group of peer 
institutions decides to compare full costs, this distinction enhances cost comparability among 
them by neutralizing differences in certain key financial policies. 

For practical purposes, many fully expensed capital asset acquisitions have a very small 
dollar value. There are many of them, and tracking them all is onerous, to say the least. As 
indicated earlier, the Circular A-21 rule might be substituted here: All assets acquired 
currently that fall within the circular’s cutoff point would constitute tier-three costs. But the 
Office of Management and Budget proposes to raise the cutoff from $500 to $5,000, at which 
point the range of covered equipment increases dramatically. The inventory of such items 
will then include personal computers, high-tech equipment, and large pools of equipment 
acquisitions whose useful lives cfearly exceed one year. 

Institutions may resist the extra work required to make the appropriate useful-life 
distinctions, but at the expense of precision in costing. Library, laboratory, and office 
equipment acquisitions are typical examples where useful lives normally vary and exceed 
one year. Changing to a $5,000 cutoff would also have the immediate effect of increasing 
current costs. For costing purposes, it does not seem to be necessary or appropriate to speed 
up the write-off of equipment with a useful life in excess of one year. When Research 
University computes its costs on the basis of the FTFC concept, all asset acquisitions with 
long useful lives are assumed to be depreciated. 

Depreciation 

Nevertheless, the complexity of tracking all such assets is recognized here. Figure 3.23 
illustrates Research University’s aggregate asset classification for determining depreciation 
allowances. The computation is based on a statistically representative sample of equipment, 
and it recognizes library and similar asset acquisitions with long useful lives and classifies 
plant assets into four major groups. Group A represents administrative and O&M plant, 
group B encompasses all auxiliary enterprises plant, and groups C and D are academic and 
research facilities. The equipment sample can be disaggregated to departments. 
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The computation of depreciation 
costs presents several challenges. 
Depreciation is a direct cost of doing 
business. If an institution pools its 
depreciation costs, the latter is an 
unallocated direct cost. If SFAS No. 

1 17 intends to allocate all direct costs 
to primary programs or cost centers, 
depreciation costs must eventually be 
charged directly to each affected cost 
center. Until now, many institutions 
allocated depreciation costs re- 
spectively within the O&M and 
auxiliary enterprises accounts, if they 
were allocated at all. As indicated 
earlier. Research University charges 
these costs directly to the appropriate 
facilities and departments. If and 
when primary programs must reflect 
full costs, depreciation will have to 
be allocated directly to these 
programs. 

Normally, the immediate cost 
center for equipment is a department. 
If an institution knows how to keep 
track of asset acquisitions by depart- 
ments, departmental equipment 
depreciation costs will eventually 
aggregate into total equipment de- 
preciation costs for each primary pro- 
gram. An allocation problem arises, 
however, when support activity de- 
preciation costs must be allocated to 
primary cost centers. For instance, on 
what basis should Research Univer- 
sity’s depreciation costs in academic 
support, institutional support, public 
relations and development, student 
services, and O&M be allocated to 
primary programs at the macro-level 
shown in the preceding exhibits? 
Figures 3.5 through 3.7 illustrated the 
step-by-step process that shifts 



Phony Net Revenues and Depreciation 

For-profit enterprises have learned to their profound 
chagrin that depreciation rates permitted by tax laws and 
other government regulations all too frequently understate the 

rate at which physical capital deteriorates in use; Many for- 
profit businesses are forced.by regulators to report what 
Forbes magazine calls; “phony" earnings. In an article titled 
■‘Honesty Isn't Such a Bad Policy," author Riva Atlas.points 
out that when lower depreciation rates are imposed by 
regulators (and tax authorities) they will increase reported 
pre-tax profits and therefore increase taxes;* She points out 
the obvious, that drawnnsut depreciation schedules reduce 
current reported costs because they hide the fact that true 
profits are less than they would be with faster, usually more 
realistic, depreciation schedules. 

Vis-^i-vis higher education and indirect cost recovery, the 
government has an incentive to reimburse less rather than 
more. Stingy depreciation rates allowed under Circular A-21 
for those using the simplified method or a facilities-use 
charge accomplish the government's purpose, but may short 
change colleges and universities. Unfortunately, many ^ 
institutions also. prefer to report low costs, and thus believe 

they are well served by low depreciation charges. . 

A financially sound approach would stress realistic 
depreciation charges. Many, depreciable assets. wearout 
faster than:the authoritiessay? More-honest annuak. 

depreciation charges may reduce net profits in the. short-run, 

but they also will call attention to the need for more 

aopropriate pricing, revenue, and operating cost policies. The 
cash-flow report, mandated by SFAS No. 117, highlights 
depreciation as a reduction in cash flow at the very top of the 
list of deductions.. Thus, keeping depreciation low eats up 
less cash flow. By reporting honest depreciation costs, 
college and university cash-flow reports will impart a more 
realistic message about an institution's financial. condition 
and help ensure that in the future there are adequate current 
revenues to cover fuH costs.** 

* Riva Atlas, “Honesty Isn't Such a Bad Policy,” in Forbes, 
4 July 1 994, 118. , : - , . 

**See also Hans H. Jenny and G. RichardiWynnr T/fe 
Turning Point: A Study of Income and Expenditure Growth^ 
and Distribution of 48 FOur-Year Uberal Arts Colleges, 1960- 
1970 (Wooster, Ohio: The College of Wooster, 1972). Hans 
H.-Jenny, Geoffrey C. Hughes, and Richard-D:.'Devine, Hang- 
Gliding or Looking for an Updraft: A Study of College and 
University Finance in the 1980s — The Capital Margin 
(Wooster, Ohio: The College of Wooster: Boulder. Colo.: . 
John Minter Associates, 1981). These studies; preceding the 
requirement that independent institutions accounUor 
depreciation, made clear that even modest depreciation 
charges against current revenues-would engulf higher 
education in a sea of red ink; 
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depreciation costs to primary programs. 

Beyond square-footage allocation, depreciation costs can also be allocated on the basis of 
employee and student usage. The last two bases, allowed under Circular A-21, are especially 
useful when the full cost of a course or of a research project is at stake, and when the focus is 
on a primary academic program. 

Useful-Life Estimates 

Useful-life estimates should be realistic and not overly long. Lx>ng useful lives are 
sometimes preferred because they reduce the size of the depreciation charge. Figure 3.23 
.estimates what the administration of Research University believes are realistic remaining 
useful lives. Circular A-21, on the other hand, imposes arbitrary and overly long useful-life 
parameters for institutions using either the simplified indirect costing method or a facilities- 
use charge in lieu of a depreciation charge. While uniform across-the-board rates may be 
appealing because of their simplicity, they may result in too high or too low a depreciation 
cost when the full cost of specific programs and activities must be determined. 

Depreciation rates are determined chiefly by — 

• the original dollar value of the. assets that are being depreciated and 

• the remaining useful life of each asset. 

The two most prominent macro-cost allocation bases for depreciation are — 

• the dollar value of the assets and 

• the square footage of plant. 

For some costing tasks, credit hours and the number of personnel may be appropriate. The 
choice of allocation base and the useful-life estimates together determine how precise the 
eventual depreciation cost will be. 

Institutions looking for simplicity in costing prefer average, across-the-board, 
depreciation rates. But which average rates? Figure 3.23 uses data from the preceding table 
and calculates two types of useful-life averages. Each results in a different depreciation cost. 
Using a $514,208 historical undepreciated asset value as a base, the . annual average 
depreciation cost could be $19,947,000 or $19,256,000. The difference of $691,000, or 3.59 
percent, between these two methods might be construed as significant by the institution. 

Research University uses a useful-life-weighted average which produces an aggregate 
average useful life of 26.70 years (total plant value divided by $19,256,(XX)), whereas the 
arithmetic average is 25.78 years (see figure 3.24). This method is consistent with the 
university’s Circular A-21 depreciation computations. Under SFAS No. 117 and. with 
responsibility or cost-center costing (and budgeting), depreciation cost pools become 
program-specific. 
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Figure 3.23: Depreciation Schedule Based on Remaining Useful Life of Assets 
at Research University ($ and sq. ft. in 1,000s) 



Asset Type and Class 


Assets 

(Number) 


Value of 
Sample 


Remaining 
Life Years 


Undepreciated 

Value 


Year- 

Weighted 

Depreciation 


Eauivment Sample 












Microcomputers 


621 


$2,739 


4.88 


$5,895 


$1,208 


Computers - Other 


187 


2,337 


6.59 


6,220 


944 


Other Data Processors 


403 


1,702 


6.79 


3,286 


484 


Vehicles, A 


35 


266 


7.51 


798 


106 


Vehicles, B 


17 


42 


9.25 


185 


20 


Office Equipment 


no 


566 


8.56 


1,132 


132 


Classrooms 


118 


524 


7.53 


1,457 


193 


Office Furniture 


51 


305 


11.82 


2,875 


243 


Lab Furnishings 


23 


145 


14.82 


1,875 


127 


Dormitory Lounge 


33 


400 


6.76 


2,153 


318 


Broadcast 


134 


407 


9.33 


998 


107 


Scientific 


67 


253 


12.84 


1,872 


146 


Engineering 


266 


611 


12.88 


2,385 


185 


Printing, Copying 


72 


367 


7.93 


785 


99 


Printing Instruments 


38 


38 


7.93 


298 


38 


Specialty 


11 


77 


5.35 


355 


66 


Maintenance 


108 


295 


9.03 


1,256 


139 


Musical Instruments 


10 


13 


7.10 


215 


30 


PBX Switching 


20 


184 


4.20 


184 


44 






1,727 ^ 


6.44 


3,582 


558 


All Other 


462 


Total Equipment 


2,786 


12,998 


8.38 


37,816 1 


5,188 


Libraries 












Administrative Computers 


12 


527 


7.21 


527 


73 


Work Stations 


89 


896 


5.26 


1,475 


280 


Periodicals 


NA 


5,687 


12.23 


5,687 


465 


Book Collection 


NA 


11,923 


15.65 


11,923 


762 


Rare Books 


NA 


785 


25.00 


785 


31 


Special Installations 


3 


395 


11.25 


395 


35 


Total 


104 


20,213 


12.77 


20,792 


1,647 


Plant 


Square 

Feet 










Parking 


13,650 


11,702 


9.87 


11,702 


1,186 


Group A 


75,450 


52,575 


35.25 


52,575 


1,491 


Group B 


102,124 


99,050 


37.52 


99,050 


2,640 


Group C 


1 12,355 


145,150 


42.25 


145,150 


3,436 


Group D 


101,125 


147,125 


40.10 


147,125 


3,669 


Total 


404,704 


455,602 


33.00 


455,602 


12,421 


Grand Total 


407,594 


488,813 


25.78 


514,208 


19,256 



Note; Because of rounding, figures may not add up exactly to totals 
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Figure 3.24: Average Versus Weighted Remaining-Life Years at Research University 



Asset Type 


Value 


Arithmetic 
Average Years 


Average 

Depreciation 


Weighted 
Average Years 


Average 

Depreciation 


Equipment 


$37,816 


8.38 


$4,513 


7.29 


$5,188 


Libraries 


20,792 


12.77 


1,628 


12.62 


1,647 


Plant 


455,602 


33.00 


13,806 


36.68 


12,421 


Total 


514,210 


25.78 


r 19,947 


26.70 


19,256 



Notes 

1. Statement of Financial Accounting Standards No. 117: Financial Statements of Not-for- 
Profit Organizations, Financial Accounting Series No. 127-B (Norwalk, Conn.: Financial 
Accounting Standards Board of the Financial Accounting Foundation, June 1993). 

2. Office of Management and Budget, Cost Principles for Educational Institutions, 0MB 
Circular A-21. Reprinted in James L. Feldesman, Jacqueline C. Leifer, and Michael B. 
Glomb, eds.. Federal Auditing Information Service for Higher Education (Washington 
D.C.: NACUBO, 1994). 

Exercises 



The worksheet below allows the reader to emulate the allocation rules discussed in this 
chapter. If an institution has developed a chart of accounts compatible with SFAS No. 1 17, it 
can be substituted for the nomenclature provided here. 

If your institution s internal financial policies are less or more expensive than the most 
generous options permitted under Circular A-21, you may wish to compute full costs using 
various depreciation rules. 



Worksheet 3.1: Allocating Selected Costs to Your Major Programs Under SFAS No. 117 



Cost Centers 


Tier One 


Add 

Two 


Tier 

Two 


Add 

Difference ' 


Tier 

Three 


Add 


Tier 

Four 


Instruction 
















Research 
















Public Service 
















Academic Support 
















Student Services 
















Executive Support 
















Other Support 
















O&M 
















Total E&G 
















Auxiliary Enterprises 
















Other 
















Total 
















Current Revenue or Cashflow 
















Balance 
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The Aggregate Full Costs of 
Major Professional Academic Programs 



This chapter continues to examine the case of Research University, addressing pooled cost 
allocation alternatives to major academic programs. The chapter begins by presenting the 
university’s summary report to the board. 

Sumniary of Acadomic Program Full-Cost Alternatives 



This report presents several academic program cost models, one or several of which the 
university may use in the future for reporting its academic program costs. 

A university can define its academic programs in several ways. Research University chooses its 
professional schools and programs because its chart of accounts, expenditure budgets, other accounting 
information, and nonfinancial records are organized on behalf of these professional entities. 

Figure 4.1 identifies Research University’s primary professional program and support costs 
as reported in the pre-SFAS No. 117 audit, with which the board is familiar. Figure 4.2 
compares the full costs of four cost models. The models allocate support and other common 
costs progressively to the primary academic programs shown in figure 4.1. Each cost model 
selects specific cost allocation bases, and each sets the stage for the next costing iteration. If 
other allocation bases than those used are chosen, the cost outcomes will be different. 

Definition of the Costing Tasks 

Under its practice of responsibility-center, or cost-center, budgeting, the university allocates 
support and other costs fully in the annual operating budget of each primary program. 
Responsibility budgeting or the full costing of primary academic programs implies that there 
are no “free” resources. Academic programs, as defined in figure 4.1, must account or pay for 
the university’s total costs on the theory that without its academic mission and programs the 
institution would not exist. Thus, there are no institutional resources or costs per se. 

Figure 4.3 presents a spreadsheet for tier-one costs and identifies total support costs that 
must be allocated in some manner to each academic program. Figure 4.4 illustrates a similar 
preadsheet for allocating tier-two through tier-four costs. The eventual cost allocations are 
identified by question marks. 
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Figure 4.1: Research University’s Pre*SFAS No. 117 Academic Program and 
Administrative Support Centers ($ in 1,000s) 



Cost Centers 


Tier-One 

Costs 


Tier-One 
% Shares E&G 


Tier-One 
% Shares Total 


Primary Programs 








Architecture 


$5,925 


3.56% 


2.13% 


Arts and Sciences 


18,975 


11.39 


6.83 


Business and Economics 


14,985 


9.00 


5.39 


Education 


9,885 


5.94 


3.56 


Environmental Sciences 


3,035 


1.82 


1.09 


International Studies 


3,725 


2.24 


1.34 


Law and Public Affairs 


8,380 


5.03 


3.02 


Performing Arts 


7,790 


4.68 


2.80 


Nursing, Paramedical 


7,875 


4.73 


2.83 


Physical and Mathematical Sciences 


6,367 


3.82 


2.29 


Physical Education and Sports Medicine 


10,253 


6.16 


3.69 


Social and Behavioral Sciences 


12,750 


7.66 


4.59 


Total E&G 


109,945 


66.02 


39.57 


Auxiliary Enterprises 


50,258 


30.18 


18.09 


Other 


6,330 


3.80 


2.28 


Total Primary 


166,533 


100.00 


59.94 


Support Activities 








Academic Support 


3,984 




1.43 


Libraries 


11,807 




4.25 


Academic Computer Services 


5,250 




1.89 


Executive Administration 


15,615 




5.62 


General Institutional 


14,086 




5.07 


Student Services 


20,447 




7.36 


Public Relations arid Development 


11,255 




4.05 


O&M 


22,025 




7.93 


Other 


6,825 




2.46 


Total Support 


111,294 




40.06 


Total Program Costs 


277,827 




100.00 


Capital Costs 








Long-Term Debt Costs 


4,238 






One- Year Assets 


2,446 






Depreciation 


19,256 






Total Capital 


25,940 






Total Full Costs 


303,767 







Note: Because of rounding, figures may not add up exactly to totals. 



Research University's Choice of Allocation Bases for Academic Program Costs 

Within the four-tier full-cost (FTFC) model and under SFAS No. 1 17, most cost allocation 
issues pertain to tier one or operating costs. Some of these are pooled or unallocated direct costs 
of the various support functions, while others are truly indirect pooled support costs. On what 
basis should these direct and indirect costs be allocated to the primary academic programs? 
Figure 4.5 presents an expanded list of cost types and their respective allocation bases. 
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Figure 4.2: Research University’s Academic Program Full-Cost Comparisons ($ in 1,000s) 



Cost Centers 


Model One 
Fig. 4.6 


Model Two 
Fie. 4.8 


Model Three 
Fie. 4.9 


Model Four 
Fie. 4.10 


Primary Programs 










Architecture 


$6,448 


$6,448 


$13,917 


$14,316 


Arts and Sciences 


24,432 


23,925 


55,126 


56,815 


Business and Economics 


16,486 


16,486 


30,242 


30,834 


Education 


9,903 


10,058 


16,487 


16,737 


Environmental Sciences 


3,051 


3,135 


6,549 


6,669 


International Studies 


3,732 


3,792 


6,593 


6,681 


Law and Public Affairs 


9,085 


9,085 


18,721 


18,972 


Performing Arts 


8,626 


8,739 


14,528 


14,693 


Nursing. Paramedical 


7,952 


8,008 


11,690 


11,838 


Physical and Mathematical Sciences 


7,568 


7,482 


14,600 


14,799 


Physical Education and Sports Medicine 


11,139 


11,139 


18,443 


18,715 


Social and Behavioral Sciences 


13,026 


13,151 


21,941 


22,236 


Total 


121,448 


121,448 


228,837 


233,305 


Auxiliary Enterprises 


60,222 


60.222 


64,126 


64,126 


Other 


6,336 1 


6,336 


6,336 


6,336 


Total 


188,006 


188,006 ^ 


299,300 


303,767 


Support Activities 










Academic Support 


4.002 


4,097 


113 


0 


Libraries 


13,005 


13,549 


1,742 


0 


Academic Computer Services 


5,557 


5,624 


374 


0 


Executive Administration 


16,621 


15,695 


80 


0 


General Institutional 


14,631 


14,629 


543 


0 


Student Services 


20,510 


20,564 


117 


0 


Public Relations and Development 


11,273 


11,298 


43 


0 


O&M 


23,324 


23,468 


1,443 


0 


Other 


6,838 


6,837 


12 


0 


Total 


115,761 


115,761 


4,467 


0 


Total Costs 


303,767 


303,767 


303,767 


303,767 



This exhibit suggests that allocating support and other costs to primary academic programs can 
be considerably more complicated than allocating them to the major administrative functions, 
especially when a high degree of costing precision is required. Many more allocation-base 
alternatives exist. For practical purposes, this report cannot show the effects on full costs of 
every possible combination of allocation bases and therefore is limited to four costing models. 

The general principles and constraints underlying the allocation of pooled direct and indirect 
costs are the same as for by-function macro-costing. To a large extent, the widening choice 
among increasing numbers and types of allocation bases is related, first, to the acknowledged 
need for more direct and less indirect costing, and second, to the desire for more costing 
precision. Both tendencies call attention to allocation bases that have a high — not merely a 
reasonable — degree of affinity with the cost center to which costs must be allocated. The 
allocation bases of the cost models in this report were chosen because they tend to enhance 
costing precision. 
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Figure 4.4: Research University’s Spreadsheet for Allocating Tier-One Through Tier-Four Costs ($ in 1,000s) 



The Aggregate Full Costs of Major Professional Academic Programs 
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Figure 4.5: Allocating Research University’s Support and Indirect Costs to 
Primary Programs; Potential Allocation Bases 



Cost Centers 




Allocation Bases 


Academic Support 


General 


Personnel compensation 




Libraries 


Student credit hours 






Factor combining student/faculty usage 




Computer Support 


Automated or other usage measure 






Factor combining student/facultv usage 


Executive Administration 




Personnel compensation 


Public Relations and 
Development 


Public Relations 


Personnel compensation 






Direct or tier-one cost 




Development 


Personnel compensation 






Percentage of gifts received bv each orogram 


Student Services 


General 


Personnel compensation 






Head count enrollment per program 




Admissions 


Matriculation percentage shares 






FTE Enrollment 




Registrar, Student Records 


Head count enrollment 






Student credit hours 






Percentage of degrees granted 




Student Financial Aid 


Percentage of students on aid 






Percentage of student aid applications handled 






Percentage of matriculating students 






Student credit hours 






Personnel compensation 


Operations and Maintenance 




Total or assigned square footage 






FTE student enrollment 






Credit hours generated 


Auxiliary Enterprises (Room- 
and-Board-Related only) 




Percentage share of revenue generated 






Percentage of students housed and/or students 
with food service contracts 


Net Long-Term Debt Costs 




Direct to plant with debt 






Per student credit hour 






Percentage of FTE students 






Percentage of FTE student and staff factor 






Per square foot of total or assigned space 


One- Year Assets 




Direct to plant account or acquiring program 






Per student credit hour 






Percentage of FTE students 






Percentage of FTE student and staff factor 






Per square foot of total or assigned space 


Depreciation (Historical 
Undepreciated Asset Value of 
Plant and Equipment) 




Direct to plant for plant assets (including 
equipment) and direct to programs for 
equipment and other acquisitions 






Total or assigned square footage 






Combination of above two options 






Direct as percentage of student credit hours 






Direct as percentage of FTE students 



Note: Some of these allocation bases are best suited for micro-costing, others are most appropriate for macro-costing. 
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Model One: The Standard FTP C Model Allocating Tier-Two Through Tier-Four Costs 
to Primary and Support Cost Centers 

This model (figure 4.6) illustrates a pre-SFAS No. 1 17 cost condition in that it displays both 
primary and support program costs. It constitutes the basis for all subsequent models in this 
report and focuses principally on where the step-down method originally allocates tier-two 
through tier-four costs. The note in the exhibit identifies the allocation bases used. 

In general, all tier-two through tier-four costs are allocated directly to the respective primary 
academic and support cost centers. Some academic programs do not have their own facilities 
and thus should absorb a share of the capital costs which this model charges only to the primary 
programs that have such facilities. 

The issue of how to allocate shared capital costs is best illustrated by the many different 
ways depreciation costs can be computed. Figure 4.5 identified several depreciation cost 
allocation bases. Figure 4.7 illustrates four depreciation cost alternatives (columns B through 
E). The cost differences are striking. 

Research University is a large institution with a diverse inventory of plant and equipment. 
Some facilities are very old, but have been renovated periodically. Historical facility values 
range from modest to high, and most important, some academic programs enjoy conspicuously 
more modem facilities than others. Which of the costing approaches shown provides the most 
accurate picture of the distribution of depreciation costs? 

Square footage is the most popular base and yields the most precise allocated costs when the 
allocation takes place within rather than among programs and facilities. The two square footage 
illustrations (columns D and E) bear little relationship to the actual asset values that must be 
depreciated, but when separate square footage bases are used for the educational and general, 
auxiliary enterprises, and support accounts, and all shared facilities costs are properly 
distributed, distortions are somewhat smaller. Any averaging of support depreciation costs, as 
in the example of the libraries, understates the direct depreciation cost and can force other 
functions to absorb uru'ealistic amounts of depreciation. The four examples suggest that the 
combined base for value plus square footage for shared facilities appears to be the most 
accurate. Since Research University maintains a detailed equipment and facilities inventory, its 
accounting and budgeting system routinely allocates tier-two through tier-four costs directly to 
each facility and to each department. Thus, little or no averaging of depreciation costs occurs 
among groups of accounts. 

Model Two: Model One Modified by Allocating All Shared Tier-Two Through Tier-Four 
Costs Among Primary Cost Centers 

Relying in part on data from figure 4.7, figure 4.8 presents primary academic and support 
program costs after shared tier-two through tier-four costs have been allocated among primary 
academic program cost centers. The depreciation cost equivalent of the share of program space 
occupied is transferred from the host to the sharing program. Tier-two through tier-four support 
costs are not yet affected in this alternative. 
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Model Three: Allocating All Tier-One Support Costs to the Primary Academic Programs 

This model (Figure 4.9) allocates support costs using a mixture of allocation bases. The 
unallocated support-cost balances are much smaller in this example. Figure 4.10 presents the 
allocations and identifies the allocation bases used. The exhibit lists each support cost account 
and shows how the total cost of each support function is allocated to the various academic 
programs. Only tier-one costs are being allocated here. Figure 4.11 provides the tier-two 
through tier-four allocation details. 



Figure 4.6: Research University’s Model-One FTFC Matrix for Tier-One Through 
Tier-Four Costs of Primary and Support Programs ($ in 1,000s) 



Cost Centers 


Tier-One 

Direct 

Costs 


Long- 

Term 

Debt 

Costs 


One-Year 

Assets 


Depreciation 

Costs 


Total 

Tier-Four 

Costs 


Primary Programs 












Architecture 


$5,925 


$185 


$23 


$315 


$6,448 


Arts and Sciences 


18,975 


815 


225 


4,417 


24,432 


Business and Economics 


14,985 


892 


185 


424 


16,486 


Education 


9,885 


0 


15 


3 


9,903 


Environmental Sciences 


3,035 


0 


15 


1 


3,051 


International Studies 


3,725 


0 


5 


2 


3,732 


Law and Public Affairs 


8,380 


0 


26 


679 


9,085 


Performing Arts 


7,790 


135 


125 


576 


8,626 


Nursing, Paramedical 


7,875 


0 


55 


22 


7,952 


Physical and Mathematical Sciences 


6,367 


250 


42 


909 


7,568 


Physical Education and Sports Medicine 


10,253 


0 


95 


791 


11,139 


Social and Behavioral Sciences 


12,750 


0 


76 


200 


13,026 


Total E&G 


109,945 


2,277 


887 


8,339 


121,448 


Auxiliary Enterprises 


50,258 


1,493 


475 


r 7,996 


60,222 


Other 


6,330 


0 


5 


1 


6,336 


Total Primary 


166,533 


3,770 


1,367 


16,336 


188,006 


Support Activities 












Academic Support 


3,984 


0 


15 


3 


4,002 


Libraries 


11,807 


35 


125 


1,038 


13,005 


Academic Computer Services 


5,250 


150 


146 


11 


5,557 


Executive Administration 


15,615 


0 


15 


991 


16,621 


General Institutional 


14,086 


0 


320 


225 


14,631 


Student Services 


20,447 


0 


55 


8 


20,510 


Public Relations and Development 


11,255 


0 


15 


3 


11,273 


O&M 


22,025 


283 


376 


640 


23,324 


Other 


6,825 


0 


12 


1 


6,838 


Total Support 


111,294 


468 


1,079 


2,920 


115,761 


Total Costs 


277,827 


4,238 


2,446 


19,256 


303,767 



Note. Long-tenn debt costs are allocated directly to plant and equipment financed with debt. One-year assets are charged directly to the acquiring 
departments. DepreciaUon is allocated on the basis of the actual depreciaUon rates for each asset class and charged diiecUy to each department. Shared 
facilities costs have not yet been allocated. 




68 



The Aggregate Full Costs of Major Professional Academic Programs 



Figure 4.7: Four Depredation Methods for Research University ($ in 1,000s) 



Cost Centers 
(A) 


Model One 
Value Base 
(B) 


Model Two 
Value Plus 
Square Feet 
for Shared 
Facilities 
(C) 


Square Foot 
Method for 
Pooled 
Depreciation 
Costs 
(D) 


Square Foot 
Method 
Separating 
Key Functions 
(E) 


Primary Programs 










Architecture 


$315 


$315 


$818 


$749 


Arts and Sciences 


4,417 


3,910 


2,551 


2,334 


Business and Economics 


424 


424 


1,007 


921 


Education 


3 


158 


485 


444 


Environmental Sciences 


1 


85 


439 


402 


International Studies 


2 


62 


381 


349 


Law and Public Affairs 


679 


679 


678 


620 


Performing Arts 


576 


689 


625 


571 


Nursing, Paramedical 


22 


78 


24 


22 


Physical and Mathematical Sciences 


909 


823 


620 


567 


Physical Education and Sports Medicine 


791 


791 


815 


745 


Social and Behavioral Sciences 


200 


325 


674 


616 


Total E&G 


8,339 


8,339 


9,117 


8,340 


Auxiliary Enterprises 


7,996 


7,996 


3,091 


7,996 


Other 


1 


1 


175 


1 


Total Primary 


16,336 


16,336 


12,383 


16,337 


Support Activities 










Academic Support 


4 


98 


722 


’ 307 


Libraries 


1,636 


1,582 


1,026 


436 


Academic Computer Services 


11 


78 


570 


242 


Executive Administration 


3 


65 


497 


211 


General Institutional 


265 


223 


786 


334 


Student Services 


3 


62 


813 


345 


Public Relations and Development 


3 


28 


491 


209 


O&M 


995 


784 


1,781 


757 


Other 


0 


0 


187 


79 


Total Support 


2,920 


2,920 


6,873 


2,920 


Total Costs 


19,256 


19,256 


19,256 


19,256 



Note: Column B: Facilities sharing programs show only equipment depreciation. 



Column C: Sharing programs show depreciation costs in direct proportion to square feet they occupy. 
Column D: Prorates depreciation costs in proportion to total square feet. 

Column E: Does the same thing but within each “functional” group. 

Model Two shows the most precise method 



Model Four: Allocating All Support Costs to Primary Academic Programs 

One conceivable post-SFAS No. 117 full-cost version is depicted in figure 4.12, where all 
support costs have been fully allocated to the primary academic programs. There remain no 
residual support costs. Figure 4.13 supplies the allocation detail for the remaining tier-two 
through tier-four costs. 
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Figure 4.8: Research University’s Model Two Academic Program Cost Allocating 
Tier-Two Through Tier-Four Costs Among Shared Facilities Only ($ in 1,000s) 



Cost Centers 


Tier-One 

Total 

Costs 


Long- 

Term 

Debt 

Costs 


One-Year 

Assets 


Depredation 

Costs 


Total 

Tier-Four 

Costs 


Primary Programs 












Architecture 


$5,925 


$185 


$23 


$315 


$6,448 


Arts and Sciences 


18,975 


815 


225 


3,910 


23,925 


Business and Economics 


14,985 


892 


185 


424 


16,486 


Education 


9,885 


0 


15 


158 


10,058 


Environmental Sciences 


3,035 


0 


15 


85 


3,135 


International Studies 


3,725 


0 


5 


62 


3,792 


Law and Public Affairs 


8,380 


0 


26 


679 


9,085 


Performing Arts 


7,790 


135 


125 


689 


8,739 


Nursing, Paramedical 


7,875 


0 


55 


78 


8,008 


Physical and Mathematical Sciences 


6,367 


250 


42 


823 


7,482 
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Note: Only depreciation costs are affected in this example. Square foot costs are transferred from host to sharing facility. Because of rounding, figures 



may not add up exactly to totals. 



Figure 4.14 is a spreadsheet showing an array of percentage distributions for various 
allocation bases used in models one through four. 

Summary Academic Program Cost Reports 

Research University’s administration recommends that the governing board consider the FTFC 
models illustrated in figures 4.9 through 4.13 as a basis for future discussions of how the 
university should eventually report its full academic program costs. If all support and formerly 
pooled costs must be integrated into each academic program, figure 4.12 may represent the 
appropriate example. If the university must continue to provide support cost details by 
functions, a decision must be made concerning the extent of indirect versus direct or pooled 
versus allocated costing. A spreadsheet of the type shown in figure 4.11 would appear to be 
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suitable and would ensure time series continuity between pre- and post-SFAS No. 117 
reporting. 



Figure 4.9: Research University’s Model Three Academic Program Cost Allocating 
Tier-One Support Costs to Primary Academic Programs ($ in 1,000s) 
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Note: Because of rounding, figures may not add up exactly to totals. 
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Figure 4.10: Research University’s Model Three Spreadsheet Showing Support-Program Detail and Support-Cost Allocation Bases 

($ in 1,000s) 
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Figure 4.11: Research University’s Model Three Tier-One Through Tier-Four Primary and Support Program Costs ($ in 1,000s) 
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Figure 4.13: Research University’s Model Spreadsheet Showing Allocation Detail for 
Tier-Two Through Tier-Four Support Costs Remaining in Model Three ($ in 1,000s) 
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Performing Arts 


4 


51 


3 


0 


7 


0 


0 


25 


0 


91 


Nursing, Paramedical 


4 


67 


3 


0 


9 


0 


0 


33 


0 


118 


Physical and Mathematical Sciences 


7 


67 


3 


18 


9 


0 


0 


33 


0 


138 


Physical Education and Sports 


7 


112 


6 


0 


16 


0 


28 


55 


0 


223 


Medicine 






















Social and Behavioral Sciences 


9 


135 


7 


0 


19 


0 


0 


67 


0 


236 


Total E&G 


98 


1,582 


78 


65 


223 


62 


28 


784 


0 


2,920 


Allocation Bases 


Std. 


Std. 


Std. 


Direct 


Std. 


Direct 


Direct 


Std. 








Credit 


Credit 


Credit 




Credit 






Credit 








Hours 


Hours 


Hours 




Hours 






Hours 







One-Year Assets 


Acad. 

Supp. 


Libs. 


Acad. 

Com. 

Serv. 


Exec. 

Admin. 


Gen. 

Inst. 


Studt. 

Serv. 


PR 

and 

Dev. 


O&M 


Other 


Total 


Architecture 


$0 


so 


$0 


$0 


$26 


$0 


$0 


$31 


$0 


$57 


Arts and Sciences 


15 


0 


61 


15 


123 


55 


0 


145 


12 


427 


Business and Economics 


0 


0 


50 


0 


33 


0 


0 


39 


0 


122 


Education 


0 


0 


0 


0 


23 


0 


0 


28 


0 


51 


Environmental Sciences 


0 


0 


0 


0 


11 


0 


0 


13 


0 


24 


International Studies 


0 


0 


0 


0 


8 


0 


0 


10 


0 


18 


Law and Public Affairs 


0 


125 


0 


0 


7 


0 


15 


8 


0 


156 


Performing Arts 


0 


0 


34 


0 


10 


0 


0 


12 


0 


57 


Nursing, Paramedical 


0 


0 


0 


0 


14 


0 


0 


16 


0 


30 


Physical and Mathematical Sciences 


0 


0 


0 


0 


14 


0 


0 


16 


0 


30 


Physical Education and Sports Medicine 


0 


0 


0 


0 


23 


0 


0 


27 


0 


49 


Social and Behavioral Sciences 


0 


0 


0 


0 


27 


0 


0 


32 


0 


59 


Total E&G 


15 


125 


146 


15 


320 


55 


15 


376 


0 


1,079 


Allocation Bases 


Direct 


Direct 


% Share 


Direct 


Std. 


Direct 


Direct 


Std. 


Direct 










to Users 




Credit 






Credit 
















Hours 






Hours 







Long-Term Debt Costs 


Acad. 

Supp. 


Libs. 


Acad. 

Com. 

Serv. 


Exec. 

Admin. 


Gen. 

Inst. 


Studt. 

Serv. 


PR 

and 

Dev. 


O&M 


Other 


Total 


Architecture 


$0 


so 


$0 


$0 


$0 


$0 


$0 


$23 


$0 


$23 


Arts and Sciences 


0 


35 


72 


0 


0 


0 


0 


101 


0 


208 


Business and Economics 


0 


0 


79 


0 


0 


0 


0 


111 


0 


189 


Education 


0 


0 


0 


0 


0 


0 


0 


0 


0 


0 


Environmental Sciences 


0 


0 


0 


0 


0 


0 


0 


0 


0 


0 


International Studies 


0 


0 


0 


0 


0 


0 


0 


0 


0 


0 


Law and Public Affairs 


0 


0 


0 


0 


0 


0 


0 


0 


0 


0 


Performing Arts 


0 


0 


0 


0 


0 


0 


0 


17 


0 


17 


Nursing, Paramedical 


0 


0 


0 


0 


0 


0 


0 


0 


0 


0 


Physical and Mathematical Sciences 


0 


0 


0 


0 


0 


0 


0 


31 


0 


31 


Physical Education and Sports Medicine 


0 


0 


0 


0 


0 


0 


0 


0 


0 


0 


Social and Behavioral Sciences 


0 


0 


0 


0 


0 


0 


0 


0 


0 


0 


Total E&G 


0 


35 


150 


0 


0 


0 


0 


283 


0 


468 


Allocation Bases 




Direct 


% Share 
to 

Borrowers 










% 

Share 
of Debt 









Figure 4.14: Research University’s Spreadsheet of Cost Allocation Bases Highlighting Multiple Allocation Bases 
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Figure 4.14 (continued): Research University’s Spreadsheet of Cost Allocation Bas^ Hij 
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Mgeiirig'the 

-ilhigdnerali m three and four use allocation bases that have a very high degree of affinity, whereas 
the^aitemative relies heavily on tier-one percentage sharesras an;allocation base. Unless tierrone costs 
cause::specific:types of support costs and indirect costs;.there is no real.affihity. This illustration was chosen 
beoause;the:NACUBO literature cites tier-one or direct costs as an:appropriate allocation base:and because 

thi^aseiis part of the Circular A-21 allocation base package. . „ 

I; M5dels;three.and four use several enrollment-centered allocation basesj.Erirollments direcny affect 
aca8emic'support program costsz'.Of special. interest is the combined student, credit-hour, FTErfaculty 
faftorrThis is a weighted percentage of student-faculty usage and is suitable for distributing various types 
ofracadernic support costs.:.This factor is calculated by assigning weights;respectively to credit hours 
generated: and to faculty size.'.The weighted number is then expressed as a perceritage .of the total .. 
weiighted numbers, and this percentage is finally used to alloMte the cost in question. Such weighted 

numbers are used in modem responsibility center budgeting;*. ■ ' 

: F6f ;example, a program (e.g., architecture) engenders 35 , 208 :credit hours per year and library usage 
gives;this;program a weight of 1 .5 for these.credit hours, the weighted. number is 52,81 2..These credit hours 
are related.to 250 FTE faculty who, given their professional assignments with respect to library use, have a 
weight'of 1 .25;.for a weighted number of 3,1 25. The weighted total is 38,333 or 1 2.51 percent of the total 
weighted number of 306,41 9.- 

* See:Edward L.Whalen, Responsibility Center BudgetingrAn Approach to Decentralized Management for 
Institutions'of Higher Education (B\oorr\\r\gtor\, Ind.: Indiana University Press, 1991), chapters 5 and 6. 



Figure 4.15 illustrates a simplified summary cost report that identifies only the primary 



academic programs and is based on figure 4. 1 2. 

Figure 4.15: Research University’s FTFC Matrix for Primary Academic Programs ($ in 1,000s) 



Cost Centers 


Tier-One 

Costs 


Long- 
Term Debt 
Costs 


One- Year 
Asset Costs 


Depreciation 

Costs 


Total 1 
Tier-Four 
Costs 


Primary Programs 










J 


Architecture 


$13,394 


$208 


$80 


$634 


$14,316 1 


Arts and Sciences 


50.176 


1.023 


652 


4,964 


56.815 I 


Business and Economics 


28,741 


1,081 


307 


705 


30.834 1 


Education 


16,314 


0 


66 


357 


16,737 


Environmental Sciences 


6,449 


0 


39 


181 


6,669 


International Studies 


6,526 


0 


23 


132 


6,681 


Law and Public Affairs 


18.0161 


0 


182 


774 


18,972 1 


Performing Arts 


13,579 


152 


182 


780 


14.693 


Nursing, Paramedical 


11,557 


0 


85 


196 


11.838 


Physical and Mathematical Sciences 


13.485 


281 


72 


961 


14,799 


Physical Education and Sports Medicine 


17,557 


0 


144 


1,014 


18.715 


Social and Behavioral Sciences 


21.540 


0 


135 


561 


22.236 1 


Total E&G 


217,334 


2,745 


1,967 


11,259 


233.305 


Auxiliary Enterprises 


54.162 


1.493 


475 


7,996 


64.126 


Other 


6,330 


0 


5 


1 


6.336 


Total Primary 


277.827 


4,238 


2,446 


19,25^ 


303.767 



Note: Because of rounding, figures may not add up exactly to totals. 
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Figure 4.15 is limited to cost information. Columns for assigned budgeted current revenues 
and for net revenues or losses before transfers could be added, but are not shown here. 



Exercises 

This exercise applies to institutions whose instructional and research program is divided into 
professional academic programs, similar to the ones used in the foregoing examples. It requires 
you to identify your institution’s major academic program cost centers, compute your four-tier 
fiill costs for each of them, and allocate all support costs to these primary cost centers. 
(Institutions with principally undergraduate programs, please go to chapter 6). 

1. Identify your primary and support cost centers and, for each cost center, define your 
preferred allocation base. 



Worksheet 4.1: Primary and Support Cost Centers 



Cost Centers 


Allocation Base 


Data Source(s) 
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Cost Accounting in Higher Education 

2. Allocate all support costs to primary academic programs and allocate tier-two through 
tier-four costs using your SFAS No. 1 17 chart of accounts. 



Worksheet 4.2: Allocating Support Costs to Primary Academic Programs ($ in 1,000s) 



Cost Centers 


Tier- 

One 

Direct 

Costs 


Tier-One 

Allocated 

Support 

Costs 


Final 

Tier- 

One 

Costs 


Long- 

Term 

Debt 

Costs 


Tier- 

Two 

Costs 


One- 

Year 

Assets 


Tier- 

Three 

Costs 


Deprec. 

Costs 


Tier- 

Four 

Costs 


Primary Programs 




















































































































































































































































































































































Support Activities 
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Macro-Costing of Departments 



This chapter illustrates Research University’s approach to departmental full costing 
before and after the allocation of support costs. The example used is how the physical and 
mathematical sciences program allocates support and indirect costs to the Department of 
Chemistry. Because the allocation procedures are similar to those already illustrated, only the 
highlights of the process are mentioned. The principal source of information is the pre-SFAS 
No. 117 post-audit budget report before support costs have been allocated to primary 
programs. 

Departmental costing represents the dividing line between from-the-top-down macro- 
costing and from-the-bottom-up micro-costing. The scope of support-cost allocation depends 
almost entirely on how much direct costing has already taken place. As noted earlier. 
Research University’s current cost accounting system combines maximum direct costing 
with after-the-fact allocation of pooled direct and indirect costs. 

Aggregate Full Costs of Physical and Mathematical Sciences 

Figure 5.1 summarizes the full cost of the physical and mathematical sciences program 
using the four-tier full-cost (FTFC) model. Percentage Share in Program identifies the 
Department of Chemistry’s percentage shares for the respective allocation bases. For 
instance, the department is responsible for 11.64 percent of the program’s total credit hours. 
When this figure is multiplied by the program’s total academic support cost of $169,000, the 
department is charged $20,000, and the remaining departments absorb the balance of 
$149,000. Tier-two and tier-three costs were charged directly, and tier-four costs— 
depreciation — were originally allocated on the basis of the department’s share of assigned (or 
total) square feet. 

This illustration is based on models three and four from chapter 4. The allocation bases 
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Figure 5.1: Researcli University’s Physical and Mathematical Sciences Program Full 

Costs ($ in 1,000s) 



Cost Centers 


Total 

Program 

Costs 


Allocation Base 


% 

Share in 
Prog. 


Department 

of 

Chemistry 


AM Other 
Departments 


Primary Program Costs 












Personnel Compensation 


$4,392 


Direct from departmental 
budget 




$392 


$4,000 


Consumables 


1,975 


Direct from departmental 
budget 




229 


1,746 


Total Primary Tier One 


6,367 






621 


5,746 


Support Costs 












Academic Support 


169 


Student credit hours 


11.64% 


20 


149 


Libraries 


1,438 


Student/faculty factor 


12.53 


180 


1,258 


Academic Computer 
Services 


639 


Student/faculty factor 


13.89 


89 


550 


Executive Administration 


836 


Personnel compensation 


8.34 


70 


766 


General Institutional 


599 


Student credit hours 


11.64 


70 


529 


Student Services 


960 


Student credit hours 


11.64 


112 


848 


Public Relations and 
Development 


584 


Gifts raised 


25.85 


151 


433 


O&M 


1,498 


Assigned square feet 


12.28 


184 


1,314 


Other 


395 


Personnel compensation 


8.34 


33 


362 


Total Support Tier One 


7,118 






908 


6,210 


Total Tier One 


13,485 






1,529 


11,956 


Long-Term Debt Costs 


250 


Direct from departmental 
budget 




84 


166 


Total Tier Two 


13,735 






1,613 


12,122 


One-Year Assets 


42 


Direct from departmental 
budget 




11 


31 


Total Tier Three 


13,777 






1,624 


12,153 


Depreciation 


823 


Assigned square feet 


12.28 


101 


722 


Total Tier Four 


14,600 






1,725 


12,875 



Note: Column Department of Chemistry equals percentage in column % Share in Program times amount in column Total Program Costs. 



for departmental cost allocation must be the same as or very similar to those used when 
pooled support costs in the aggregate are allocated to primary academic programs as shown 
in chapter 4. 



iatorai (£®its i! PIpisal ansi 



Figure 5.2 disaggregates tier-one costs by natural or object-type costs. The exhibit shows 
the corresponding natural costs for the program as a whole, for the Department of Chemistry, 
and for the remaining departments not otherwise identified. 
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Figure 5.2: Research University Department of Chemistry Costs by 
Natural Tier-One Classifications ($ in 1,000s) 



Cost Centers 
Natural Costs 


Physical and 
Mathematical 
Sciences 


Department of 
Chemistry 


All Other 
Departments 


Chemistry as 
% of Program 


Personnel 










Salaries and Wages 


$3,111 


$285 


$2,826 


9.16% 


Staff Benefits 


996 


83 


913 


8.30 


Professional Services 


285 


24 


261 


8.42 


Subtotal 


4,392 


392 


4,000 


8.92 


Travel, Entertainment 


199 


27 


172 


13.57 


Supplies, Academic 


209 


15 


194 


7.18 


Supplies, Other 


202 


12 


190 


5.94 


Repair and Replacement 


226 


32 


194 


14.16 


Insurance 


18 


2 


16 


11.11 


Printing 


121 


23 


98 


19.01 


Computer Services 


351 


55 


296 


15.67 


Postage, Freight 


18 


5 


13 


27.78 


Coal, Other 


0 


0 


0 


0.00 


Utilities Purchased 


94 


15 


79 


15.96 


Telecommunication Services 


189 


40 


149 


21.16 


Food Purchased 


325 


2 


323 


0.62 


All Other 


23 


1 


22 


4.35 


Subtotal 


1,975 


229 


1,746 


11.59 


Total Direct Tier One 


6,367 


621 


5,746 


9.75 


Support 


7,118 


908 


6,210 


12.76 


Total Tier One 


13,485 


1,529 


11,956 


11.34 


Long-Term Debt Costs 


250 


84 


166 


33.60 


Total Tier Two 


13,735 


1,613 


12,122 


11.74 


One-Year Assets 


42 


11 


31 


26.19 


Total Tier Three 


13,777 


1,624 


12,153 


11.79 


Depreciation 


823 


101 


722 


12.27 


Total Tier Four 


14,600 


1,725 


12,875 


11.81 



Note: Column Department of Chemistry equals column Chemistry as % of Program times column Physical and Mathematical Sciences. 
Column All Other Departments equals Physical and Mathematical Sciences minus Department of Chemistry. Natural costs come from 
post-audit budget report. 



Normally, pooled and support costs are allocated to academic departments in a lump sum 
as shown in figure 5.1 (Total Program Costs). In figures 5.2 and 5.3, they are allocated, line 
by line, in direct proportion to each support activity’s natural cost. 

Figure 5.4, Total Support Allocated, shows the aggregate Department of Chemistry 
natural support-cost allocations. A matrix like that in figure 5.3 would yield details similar to 
those shown in figure 5.3. Total Support Allocated would correspond to Total Support of 
figure 5.3, except that the data would be for the Department of Chemistry only. 
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Figure 5.4: Natural Cost Classification of Support Costs Allocated to Research 
University’s Department of Chemistry ($ in 1,000s) 



Cost Centers 
Natural Costs 


Physical and 
Mathematical 
Sciences 


Department of 
Chemistry 


Total Support 
Allocated 


Total 

Department of 
Chemistry 


Personnel 










Salaries and Wages 


$3,111 


$285 


$198 


$483 


Staff Benefits 


996 


83 


65 


148 


Professional Services 


285 


24 


18 


42 


Subtotal 


4,392 


392 


281 


673 


Travel, Entertainment 


199 


27 


53 


80 


SuDplies, Academic 


209 


15 


38 


53 


Supplies, Other 


202 


12 


47 


59 


Repair and Replacement 


226 


32 


79 


111 


Insurance 


18 


2 


12 


14 


Printing 


121 


23 


63 


86 


Computer Services 


351 


55 


99 


154 


Postage, Freight 


18 


5 


46 


51 


Coal, Other 


0 


0 


0 


0 


Utilities Purchased 


94 


15 


68 


83 


Telecommunication Services 


189 


40 


89 


129 


Food Purchased 


325 


2 


28 


30 


All Other 


23 


1 


5 


6 


Subtotal 


1,975 


229 


627 


856 


Total Direct Tier One 


6,367 


621 


908 


1,529 


Support 


7,118 






0 


Total Tier One 


13,485 






1,529 


Long-Term Debt Costs 


250 






0 


Total Tier Two 


13,735 






1,529 


One- Year Assets 


42 






0 


Total Tier Three 


13,777 






1,529 


Depreciation 


823 






0 


Total Tier Four 


14,600 






1,529 



Note; $908,000 of support costs are distributed among the natural cost categories. Source of natural costs is the post-audit budget 



report. 



Limits to Transferring Costs by Natural Classifications 



Normally, when institutions charge indirect and support costs to cost centers, they do not 
distinguish among natural cost categories. Instead, the charges take the form of internal 
prices, chargebacks, and proratings, all of which embody combinations of personnel, 
consumables, and capital-cost elements. More often than not, these charges appear as 
consumables, unless they are clearly identified as a personnel or capital-cost charge. Lump- 
sum prorating tends to overload the consumables or a prorating line of the natural-cost 
•structure. 

Allocation procedures of the type illustrated in figures 5.3 and 5.4 will preserve the 
integrity of the natural-cost structure. Ratios of personnel compensation to consumables costs 
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are useful indicators of financial stability over time. Each cost center has its unique personnel 
compensation and consumables ratio and tends to show a high degree of consistency over 
time. 



TITevRuilCostof^Academic : i 

Diyisidnsr'' 

Many, especii^ly srTialier institutions; may prefer 
to determine the costs of the types of academic;- 
divisions, which neii^er the budget nor the cost ■ 
accounting systerri may’ identify specifically. The *:; 
following list: identifies^several . frequently mentioned ■ 
cost centers:" 

- ;• Nahjr^ ai^ mathematical sciences:- 
i;;.'....?'Huni'^ities 

• Social sciences 'r 

• Education ahlf physical education ' 

• Special academic programs: - 

• Required freshman courses ■ 
•Junior-senior, tutorials 

• Upperr and.lower-division programs' 

.:• Graduate. studies.: 

Even when cpllege and university catalogs:: . 

identify these Jypes.of entities,.t^ . -. 

system wilf only recognize, them specifically when* 
someone has; been giyen specific budget or cost - 
control responsibility for them or when ad hoc cost 
studies are undertaken. 

In practical terms.'ail of these academic cost 
centers are composites. of departmental costs and, 
more precisely, composites, of specific course : 
offerings or activities for which students earn credits _ 
or some other, recognition (i.e., audit, diploma, or 
other certification). It may be. most practical to 
approach such costing by defining dearly the 
courses, course credits, or other certification 
evidence that circumscribe, these types of programs, . 
since departments often share courses, personnel, 
and facilities. 



mentioned and illustrated earlier, for certain 
precision, cost prorating can be accomplished 



Tracking natural costs over time is helpful 
in budgeting and long-range planning. In 
terms of who has cost control responsibilities, 
the department is normally considered to be 
the grassroots cost center. While the 
discussion so far has focused on from-the- 
top-down allocation of pooled costs, the 
department is actually the cost center from 
which aggregate institutional costs evolve: 
The institution’s total cost is the sum of all 
departmental costs. 

Allocating Costs to 
Administrative Departments 

There is no fundamental difference in 
allocating pooled costs between academic 
and administrative departments. The key 
difference is that, at some point, some or all 
administrative and other support costs will be 
allocated to the primary programs. Thus, 
these costs will appear in an academic 
department’s cost-center account. 

If precision in costing is not an issue, 
lump sum prorating is very appropriate. 
Precision is enhanced when proratings are 
distributed among the affected departments, 
and it is lessened when they are accumulated 
in and charged as a large pooled cost. As was 
costing tasks that require a high degree of 
n the basis of broad natural-cost distinctions. 



Departmental Budgets Are the Basis for Total Institutional Costs 

The departmental budget is the foundation on which the entire institutional budget is 
built. If a department’s costs reflect all appropriate support costs, as well as the costs 
engendered by the financing and using up of capital resources, the sum of departmental costs 
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equals the institution’s full costs. Therefore, this is an appropriate point in this discussion for 
turning to from-the-bottom-up costing, which follows in chapters 6 and 7. 



Staff: Benefits: 



Staff benefits are ^ways a direct cost, specifically associated with a given employee and his or her 
8mpioyer.:Yet;;irfiariy institutions. continue to pool staff benefits. Moreover, staff benefit pooling practices 
themselves differ among institutions. 

These benefits fall. into three broad categories: those that are part of the payroll system, those that 
may be accounted for separately (such as tuition, professional travel, and research support benefits), 
and those where the institution provides facilities and supplies without.the need for reimbursement. The 
first two are accounted for easily, and no technical reasons prevent them from being charged directly to 
the employing department. The third is often ignored, but for costing purposes can be estimated.^ 
Pooling of benefits is preferred for several reasons. It is argued that benefit pools facilitate the- 
computation of benefit rates when budgets are prepared and for indirect-costTecovery. Sometirnes. 
pooling is preferred because a given benefit is managed by an executive other than the one whose 
budget would be affected by a direct charge. For instance, a provost or dean may wish to confrol the 
faculty professional travel benefit. In both instances, budget control should not be confused with 
accuracy in costing. When centrally controlled benefits are used up and the cost incurred, a charge 
against the user department clears the pooled budget while the user department is being charged the 



actual cost 

One point to remember is that.each person entitled to a given staff benefit as well as the benefit 
proper can be. identified precisely. Obstacles to charging staff benefits directly to user depar^ents are . 
institutional and not generic to staff benefit costs as such. If institutions are interested in full direct, 
costing, they should develop a plan to allocate staff benefits directly to each department. . 

Unless the employee-specific information is made available to the cost analyst, pooled staff benefits 
will have to be allocated on some percentage basis to all academic departments." Thus, the costwII be 
spread to departments that may have no employees eligible for a particular. benefit, such as the tuition 
benefit. Such cost averaging may be appropriate in some circumstances, but not when the objective is to 
determine precise departmental costs. 

The tuition benefit may be a special case, and it takes two forms; a grant to the employee for tuiton at 
another institution, normally paid directly to that institution, or a percentage discount (100 percent or 
iess) for courses taken at the employing institution. In the first case, the institution actually spen s 
money, whereas in the second it forgoes income. Institutions can treat internal tuition benerits ^ fo^one 
income or a discount and get around the allocation issue while understating its costs. If a new definition 
of tuition discounts is implemented, it may address this issue directly. 
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Exercises 



1. Using the FTFC model provided below, determine the full cost by tiers of one of your 
undergraduate academic divisions. 



Worksheet 5.1: Your Institution’s Full Costs for Undergraduate Academic Division X 



Tiers 


Cost Centers 
Natural Costs 


Direct Costs 


Indirect 

Costs 


Total Costs 


Allocation 

Base/ 

Method 




Personnel 












Salaries and Wages 












Staff Benefits 












Professional Services 












Other 












Subtotal 












Consumables 












Travel, Entertainment 












Supplies, Classrooms 












Supplies, Office 












Supplies, Maintenance 












Repair and Replacement 












Printing 












Computer Services 












Printing 












Utilities 












Telephone 




































All Other 












Subtotal 












Adjustment for Duplication 










One 


Total Tier One 












Debt-Related Costs 










Two 


Total Tier Two 












Fully Expensed Short-Lived Assets 










Three 


Total Tier Three 












Depreciation or Facilities-Use Charge 










Four 


Total Tier Four 











Please explain how you calculate the depreciation or facilities use charge: 
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2. Using the FTFC matrix provided below, determine the full cost by tiers of one of your 
undergraduate academic departments. 



Worksheet 5.2: Your Institution’s Full Costs for 
Undergraduate Academic Department X 



Tiers 


Cost Centers 
Natural Costs 


Direct Costs 


Indirect 

Costs 


Total Costs 


Allocation 
Base / 
Method 




Personnel 












Salaries and Wages 












Staff Benefits 












Professional Services 












Other 












Subtotal 












Consumables 












Travel, Entertainment 












SuDolies, Classroom 












Supplies, Office 












Supplies, Maintenance 












Repair and Replacement 












Printing 












Computer Services 












Printing 












Utilities 












Telephone 




































All Other 












Subtotal 












Adiustment for Duplication 










One 


Total Tier One 












Debt-Related Costs 










Two 


Total Tier Two 












Fully-Expensed Short-Lived Assets 










Three 


Total Tier Three 












Depreciation or Facilities-Use Charge 










Four 


Total Tier Four 
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3. Please itemize, by department, for one academic division, the full cost by tiers, using 
the FTFC matrix provided below. Add columns as needed to encompass all 
departments in the division. 



Worksheet 5.3: Your Institution’s Full Costs for All Undergraduate Academic 

Departments in Division X 



Tiers 


Cost Centers 
Natural Costs 


Dept. 

A 


Dept. 

B 


Dept. 

C 


Dept 

D 


Dept 

N 


Total 

Division 




Personnel 
















Salaries and Wages 
















Staff Benefits 
















Professional Services 
















Other 
















Subtotal 
















Consumables 
















Travel, Entertainment 
















Supplies, Classroom 
















Supplies, Office 
















Supplies, Maintenance 
















Repair and Replacement 
















Printing 
















Computer Services 
















Printing 
















Utilities 
















Telephone 
















































All Other 
















Subtotal 
















Adjustment for Duplication 














One 


Total Tier One 
















Debt-Related Costs 














Two 


Total Tier Two 
















Fully-Expensed Short-Lived Assets 














Three 


Total Tier Three 
















Depreciation or Facilities-Use Charge 














Four 


Total Tier Four 













Please explain your allocation bases and methods: 
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Academic Micro 
The Full Oost o! a 




Chapter 6 concentrates on course costs and illustrates through the case of Liberal Arts 
College how net tuition and fees revenues can be apportioned to departments and courses. 

Introduction 

This chapter and the next describe procedures that produce full-cost information for 
specific educational and administrative activities. The intent is to highlight relatively simple 
approaches to direct full instructional costing, to illustrate how current revenues can be 
allocated to departments and courses, to define some recent innovations in activities and 
process costing, and to comment briefly and in general terms on a variety of administrative 
and operational costing tasks. 

So far, costing has been described as an exercise in allocating several types of pooled 
direct and indirect costs to specified cost centers after the institution’s official year-end audit 
has been completed. The preceding illustrations focused on the allocation of these cost pools 
to traditional administrative functions, to broad academic disciplines and professional 
schools, and to academic and administrative operating departments. The costing tasks that 
were described assumed that cost accounting policies were a given and that, after the audit 
work had been done, a variety of program costs would be computed. The examples 
highlighted the distribution among primary cost centers of traditional by-fiinction support 
and identified three types of capital costs. This type of macro-costing is useful, especially 
when peer groups try to compare costs among their members. 
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The Meaning of Micro-Costing 

From the institution’s operating perspective, however, it is more practical to look at 
costing from the ground up by focusing on all the cost elements that must be assembled at the 
grassroots level if one is to end up with full-cost infoirnation for a particular cost center. 
Micro-costing accomplishes this type of costing objective. 

The term “micro-costing,” as used here, refers to the determination of the full costs of the 
many discrete academic and administrative activities and processes that epitomize an 
institution s daily work, including provisions for the current costs associated with the uses, 
financing, and consumption of physical capital resources. Micro-costing includes so-called 
activity-based costing and, depending upon the activity, process costing. 

It is important to understand that full costing of activities and processes is not always 
necessary or appropriate. Often it is most practical to focus on direct costs only. 
Unfortunately, many institutions continue to pool— and therefore do not allocate directly— 
significant amounts of what by any definition clearly are direct costs. Therefore, an important 
first task for institutions is to maximize direct departmental costing. When institutions must 
know the long-term impact on their activities of capital investments and of support costs, 
full-activities costing is necessary. All cost analyses that relate in one way or another to the 
institution s future budgets and long-range plans must be cast in terms of total and marginal 
full costs. 

Should institutions fully automate their costing process if they want to report activities 
costs? The answer is a qualified no. If they have not already done so, institutions should 
begin to develop specialized activities models that integrate key financial and nonfinancial 
data best suited to describe the activities whose costs are to be determined. Most of these 
models can be displayed in the spreadsheet mode and do not require complex mathematical 
formulations. The following examples use the spreadsheet format and, with few exceptions, 
contain all the information needed to compute the costs in question. 

Even in full micro-costing, ways must be found to assign support and common cost pools 
to individual activities and processes. As will be shown, some of these allocations can be 
implemented more simply than others. For instance, it may be less complicated to allocate 
depreciation than admissions costs to a given instructional activity. 

The normal source of financial information for activities costs is the departmental budget 
and sometimes special program budgets. The activities and processes whose costs must be 
determined are either subsets of these budgets or combinations of portions of two or more 
departmental budgets. This means that micro-costing tasks involve both the disassembling 
and the reassembling of departmental cost information. A large portion of the higher 
education costing literature is devoted to how this disaggregation and reassembling might 
take place and how institutions should or can determine the true full cost of their myriad 
activities. A large part of the original costing effort by the National Center for Higher 
Education Management Systems was devoted to this type of micro-costing, especially in the 
academic program area.' 

In addition to budgetary data, micro-costing almost always requires specific nonfinancial 
information on enrollment, staff size, square footage, miles driven, kilowatt-hours consumed. 
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and, when usage is the costing base, the number of transactions. A properly constructed 
costing model integrates this type of information with the appropriate financial data. In 
micro-costing, this figure is frequently a unit-cost measure that serves as a basis for charging 
and allocating specific costs through transfer pricing, chargebacks, or formularbased 
proratings. 

Economists like to say that prices serve the purpose of clearing the shelves. In 
administrative micro-costing, the shelves are represented by individual, budgets. Internal 
prices and charges clear these budgets by transferring costs to those who purchase 
administrative services or who must absorb a portion of various common costs. Internal 
price- or unit-cost-based allocation tends to be more direct and more precise than the types of 
broad, even crude, percentage-cost allocations of macro-costing. 

Micro-Costing and the Cost Accounting System 

Even in the post-SFAS No. 117 era, higher education accounting is not organized to 
answer questions concerning the full costs of teaching a conventional course, conducting a 
seminar, admitting a freshman class, or managing the institution’s heating and cooling 
system.^ 

Most administrative micro-costing tasks are based on unique mini-cost-accounting 
systems created for each distinct costing task. Sometimes the normal accounting system is so 
far removed from what is needed that elaborate new stand-alone costing models must be 
constructed. . 

Types and Purposes of Micro-Costing 

This chapter and the next are devoted to three broad types of micro-costing situations: 

1 . Academic-activities costing, principally including the costing of — 

• instructional activities and, if they can be measured, instructional outcomes, 

• individual research projects, and 

• academic degrees and other forms of certification. 

2. Administrative-activities costing, including — 

• operational activities undertaken by administrative departments and 

• numerous specialized administrative processes involving sequential, repetitive, and 
often complex human and departmental interactions. 

3. Unit full costs where the emphasis is on computing average and marginal costs of 

educational administrative services. 

Activities and process costing are broadly defined here, and their cost models have two 
purposes: First, they are descriptive, telling administrators how much a given activity or 
process costs, and second, they can be prescriptive, suggesting how resources ought to be 
combined in the future for cost-effective results. Before one can make a judgment about the 
second purpose, one must understand the first. 

The following discussion is essentially descriptive and assumes that institutions are by 
now familiar with the cost-crossover technology and software that is basic to most micro- 
costing. Here, the emphasis is not on the programming and numbering instructions, but rather 
on illustrations of the information, pricing, and cost allocation aspects for support activities 
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and of physical capital resources costs. As in the preceding chapters, a key issue is how 
different combinations of allocation bases affect micro-cost-center costs. 



The Four-Tier Full-Cost Model Applied to Course Costs 

Responsibility or cost center full costing means that at some point the sum of activities 
and process costs will reflect the institution’s annual support and capital costs. The 
individual course is the quintessential collegiate activity whose full costs can be determined 
quite precisely with the appropriate underlying information. 

In general, the following must be identified: 

• The course’s direct costs 

• The indirect and support costs which the course must support 

• The costs represented by the capital resources which the course uses or consumes 

• The net student and other budgeted revenues generated by each course’s enrollment 

Two costing and revenue-allocation approaches must be considered. The first derives 
from the discussion in chapters 3 to 5 and requires that full departmental costs, for instance, 
for Research University’s chemistry department, be distributed on the basis of some sort of 
allocation procedure among the courses currently offered by the department. 

The second approach, used here, illustrates a course-centered cost- and revenue-allocation 
system that focuses on affinity-based transfer prices for allocating support and capital costs. 
Prominent among these are standard cost measures per student credit hour, per square feet of 
assigned space, or for personnel compensation. 

Course Cost Information at Liberal Arts College 

Liberal Arts College is a hypothetical four-year undergraduate liberal arts institution. The 
data for the college are a composite of data drawn from several actual colleges with similar 
academic offerings and enrollment. 

Over the years, since the inception of program costing inspired by the National Center for 
Higher Education Management Systems and NACUBO, Liberal Arts College has gradually 
evolved an accounting system and costing models that allow it to track each employee’s 
contribution to personnel compensation costs and each student’s course load and net revenue 
contribution on the basis of the following types of modules for cost accounting management 
information systems: 

1 . A personnel (faculty and staff) compensation cost module identifies, employee by 
employee, total personnel compensation costs that will be assigned to each 
individual course or certification unit (see figure 6.4). This module’s data will be 
crossed over to the course-load matrix. 

2. The course-load matrix tracks, course by course, the credits generated by each 
student during each academic term. This module’s companion is the net-revenue 
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module. When this module is crossed over to the personnel compensation cost 
module and other cost modules, it is called a course-cost-load matrix. 

3. The net student revenue module identifies precisely, student by student, how much 
direct net tuition and fees income is generated by each course or certification unit. A 
certification unit or cost objective is defined as any institutional entity or budget that 
reflects costs engendered in order to produce a credit hour, a diploma, or certificate 
or some other measure of student achievement. 

Each module contains the requisite supplementary data elements that permit the complete 
assignment of direct, indirect, and support costs to individual academic courses and course- 
like activities. Together, these modules for cost accounting management information systems 
constitute a multidimensional student-based course cost-and-revenue matrix, which 
computes the full cost of and identifies the net tuition and fee revenues available to every 
course offered during a given business year. 

Variations of these three modules are in wide use today, but the degree of refinement, 
sophistication, and depth of the underlying databases differ. Normally, course costs are 
reported on the basis of direct departmental costs, and neither support costs nor capital costs 
are allocated to courses. In addition, the module 3 information is not always configured as 
precisely as will be illustrated in this Liberal Arts College application. 

Ideally, and under SEAS No. 117, it can be argued that total instructional costs are the 
sum of full course costs plus the full costs of all other academic activities within the purview 
of the instructional account. Among others, this would include the full cost of departmental 
research. This means that course and activity costs will reflect all direct and indirect costs, 
including all support and capital costs that were formerly reported separately. 

Other information essential for the full costing of instructional activities includes — 

• consumables budgets that serve as a basis for allocating direct nonpersonnel 
operating costs and 

• formulas for allocating support and capital costs directly to instructional activities. 



The Full Costs of iooiioiUDOS 101-1 

The following examples describe procedures for computing the full costs of Economics 
101-1 at Liberal Arts College. Figure 6.1 illustrates the college’s by-function post-audit 
financial condition and fully integrated chart of accounts in the four-tier full-cost (FTFC) 
format. The vertical display identifies the college’s primary and support functions. The 
horizontal display, also used in subsequent exhibits, calls attention to three levels of cost 
aggregation: the college as a whole, an individual department (economics), and a single 
course section (Economics 101-1). 

Where normally a college would identify departmental budgets, the simplified course 
cost-and-revenue matrix (figure 6.2) arrays, horizontally under instruction, every course from 
1 through n. A more complex matrix would include the costs of all departmental research 
projects and any other distinct activities within the department that must be charged to 
instruction. 
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Figure 6.1: Costs by Functiomi for Liberal Arts College Using the FTFC Model 



Cost Centers 


Total College 


Department off 
Economics 


Economics 101-1 


Direct 








Instruction 


$23,882 


? 


7 


Research 


1,008 


? 


7 


All Other 


293 


? 


7 


Total E&G 


25,183 


? 


? 


Auxiliary Enterprises 


14,510 


7 


7 


All Other 


357 


7 


7 


Subtotal 


40,050 


7 


7 


Indirect 








Academic Support 


615 


7 


7 


Libraries 


2,099 


7 


7 


Academic Computer Services 


1,015 


7 


7 


Executive Administration 


1,179 


7 


7 


General Institutional 


2,396 


7 


7 


Student Services 


^ 3,876 


7 


7 


Public Relations and Development 


1,806 


7 


7 


O&M 


4,605 


7 


7 


Subtotal 


17,591 


7 


7 


Total Tier One 


57,641 


7 


7 


Long-Term Debt Costs 


695 


7 


7 


Total Tier Two 


58,336 


7 


7 


One-Year Assets 


413 


7 


7 


Total Tier Three 


58,749 


7 


7 


Depreciation 


2,870 


7 


7 


Total Tier Four 


61,619 


7 


7 



Figure 6.2. Sinmpliffied Course Cost-and-Kevenue Matrix Where Total Instructional Costs 

Equal Sum off Course Costs 



Cost Tiers 


Course 

1 


Course 

2 


Course 

3 


Course 

4 


Course 

5 


Course 

6 


Course 

N 


Instr. 

Sum 

(1-N) 


Personnel 


















Consumables 


















Tier One 


















Long-Term Debt Costs 


















Total Tier Two 


















One- Year Assets 


















Total Tier Three 


















Depreciation 


















Total Tier Four 


















Net Tuition Revenue 


















Other Revenue 


















Total Revenues 


















Surplus/Deficit 
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Figure 6.3 arranges functional cost information of figure 6. 1 on the basis of natural costs. 
For certain presentations, a direct and an indirect cost column should be added for each 
function (figure 6.1) and course (figure 6.2). Similar layouts can be constructed for the other 
primary and support functions and their underlying activities. 



Figure 6.3: Natural Costs for Liberal Arts College Using the FTFC Model ($ in 1,000s) 



Cost Centers 


Total 

College 


Instruction 


Department 

of 

Economics 


Economics 

101-1 


Personnel Compensation 










Salaries, Faculty 


$12,755 


7 


7 


7 


All Other Salaries and Wages 


10,001 


7 


7 


7 


Student Wages 


1,751 


7 


7 


7 


Subtotal 


24,507 


7 


7 


7 


Staff Benefits 


8,769 


7 


7 


7 


Tuition Benefit 


1,160 


7 


7 


7 


Room and Board, Etc. 


735 


7 


7 


7 


Total Benefits 


10,664 


7 


7 


7 


Professional Services 


1,585 


7 


7 


7 


Total Compensation 


36,756 


7 


7 


7 


Consumables 










Travel, Entertainment 


1,495 


7 


7 


7 


Supplies 


1,655 


7 


7 


7 


Telecommunications 


1,102 


7 


7 


7 


Computer Services 


756 


7 


7 


7 


Printing, Publications 


1,050 


7 


7 


7 


Propertv/Casualty Insurance 


865 


7 


7 


7 


Dues, Subscriptions 


317 


7 


7 


7 


Postage, Freight 


709 


7 


7 


7 


Repair, Replacement, Contr. 


4,464 


7 


7 


7 


Utilities Purchased 


1,092 


7 


7 


7 


Food, Students 


1,929 


7 


7 


7 


Food, Other 


555 


7 


7 


7 


Goods for Resale 


3,065 


7 


7 


7 


Miscellaneous 


1,831 


7 


7 


7 


Subtotal 


20,885 


7 


7 


7 


Total Tier One 


57,641 


7 


7 


7 


Long-Term Debt Costs 


695 


7 


7 


7 


Total Tier Two 


58,336 


7 


7 


7 


One-Year Assets 


413 


7 


7 


7 


Total Tier Three 


58,749 


7 


7 


7 


Depreciation 


2,870 


7 


7 


7 


Total Tier Four 


61,619 


7 


7 


7 



In macro-costing (from-the-top-down costing), these three matrices (figures 6.1 to 6.3) fill 
in from left to right. In micro-costing (from-the-bottom-up costing), personnel, consumables, 
support, and capital costs are allocated first to courses and activities, then from right to left to 
departments and, eventually, instruction. 



97 



125 



Cost Accounting in Higher Education 



The Basic Data Modules 

The Personnel Work-Load Compensation Module 

Figure 6.4 is a spreadsheet that provides the personnel compensation details, 
distinguishing between salaries and wages on the one hand and staff benefits on the other. 
Total compensation for the Department of Economics is $821,569— salaries and wages 
amount to $604,827, and benefits total $216,742. The spreadsheet contains basic workload 
indicators and other important data elements. 

The exhibit arranges faculty by rank and includes several, but not necessarily all, useful 
indicators that normally are part of a personnel classification. The work-load factor is the 
divisor by which an individual faculty member’s total compensation cost will be allocated to 
courses and other work assignments. 

Departmental Personnel Compensation Costs: Department of Economics 

Figure 6.5 displays the direct personnel compensation costs left blank in the last two 
columns of figure 6.3, choosing for the latter one-sixth of the direct compensation cost 
($12,561) for the Economics 101-1 professor (figure 6.4). The course has an enrollment of 48 
students for 144 credit hours. 

The faculty work-load factor dissects each faculty member’s total compensation and 
assigns it to each work-load segment (for instance. Economics 101-1). 

Faculty Course-Load Module 

Figure 6.6 describes how the department chair’s compensation can be allocated. A portion 
of the cost is for her administrative work and is distributed to all departmental activities. 
Liberal Arts College allows a fourth of the compensation for this duty per semester; other 
institutions might allow less or have a different overall work load. For instance. Alternate 
Allocation assumes a 10 percent administrative work load, thus increasing the direct course 
costs. Because the illustration is for one semester, only half of the total compensation is 
distributed here. 

When research or other duties are part of the work load, compensation-cost shares will be 
assigned proportionately. 

The Student Course-Load Module 

The student course-load module tracks each student’s course or certification unit load and 
enables administrators to construct a variety of course credit-cost classifications: by 
departments, by major and nonmajor courses, by core and noncore groupings, by lower- and 
upper-division status, by different groupings of graduate credits. 

Figure 6.7 illustrates a typical student’s semester course load, identifying course numbers, 
instructor codes, credits earned, faculty compensation assigned, and other essential cost- 
crossover information. The instructor code locates the appropriate compensation cost and the 
room code accesses a variety of cost allocation bases. 
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Figure 6.4: Spreadsheet for Liberal Arts College’s Personnel Work-Load Compensation Module 



Academic Micro-Costing; The Full Cost of a Course 
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Figure 6.4 (continued): Spreadsheet for Liberal Arts College’s Personnel Work-Load Compensation Model 
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Academic Micro-Costing: The Full Cost of a Course 



Figure 6.5: Liberal Arts College’s CompeusatioHi Costs for Economics 101-1 and the 
Department of Economics Using the FTFC Model 



Cost Centers 


Total 
College 
($ in 
1,000s) 


Instruction 
($ in 
1,000s) 


Department 

of 

Economics 

Direct 


Economics 

101-1 

Direct 


Personnel Compensation 










Salaries, Faculty 


$12,755 


$11,564 


$497,082 


$9,983 


Salaries, Officers 


1,906 


395 


0 


0 


All Other Salaries and Wages 


8,095 


1,334 


58,395 


0 


Student Wages 


1,751 


253 


13,000 


0 


Subtotal 


24,507 


13,546 


568,477 


9,983 


Staff Benefits 


8,769 


5,283 


164,973 


2,578 


Tuition Benefit 


1,160 


518 


48,072 


0 


Room and Board, Etc. 


735 


116 


3,697 


0 


Total Benefits 


10,664 


5,917 


216,742 


2,578 


Professional Services 


1,585 


834 


36,350 


0 


Total Compensation 


36,756 


20,297 


821,569 


12,561 



Figure 6.6: Faculty Course-Load Module for One Semester at Liberal Arts College, 
Apportioning Total Compensation Costs from Figure 6.1. 



Department Chair 
Work Assignment 


To Be Allocated 
Annually 
$81,153 


Alternate Allocation 
$81,153 


Department Chair 


$10,144 


$4,058 


Economics 101-3 


10,144 


12,173 


Economics 244 


10,144 


12,173 


Interdepartmental 100 


10,144 


12,173 


Semester Total 


40,576 


40,577 



Note: Column B equals $81 , 1 53 + 2 + 4 

Column C ($4,058) equals 1/ 1 0 of $8 1 , 1 53 
Rest of Column C equals $8 1 , 1 53 - 4,058 + 2 + 3 



Figure 6.7: Sample One, Semester Course-Load Module for a Typical Junior 

at Liberal Arts College 



A Typical Junior, First Semester 
Courses 


Department 


Instructor 

Code 


Credits 


Staff 

Compensation 


Room 

Code 


201-3 


English 


EG 522 


3 


$8,194 


122-10 


334 


Psychology 


PSY 321 


3 


10,732 


122-25 


334L 


Psychology 


PSY 321 


1 


3,577 


122-30 


338 


Art History 


AH 112 


2 


5,821 


114-15 


356 Tutorial 


Psychology 


PSY 101 


3 


11,224 


122-31 


Total 






12 


39,549 





Note: (Compensation + 2) + Total Teaching Load) x Course Credits 
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The Student Net Revenue Module 

This module is based on the understanding that individual revenue contributions for 
groups of students will differ because (1) some students receive student aid grants and others 
do not, (2) the individual net revenue contributions differ widely among those receiving 
student aid grants, and (3) course loads differ among students. Figure 6.8 illustrates the 
underlying information for a typical junior, taken from his billing file. 



Figure 6.8: Annual Net Revenue Contribution of a Typical Junior at 

Liberal Arts College 



Items 


Revenues 


Share of 
Invoice 


Student Aid 
Grant 
Portions 


Net 

Revenues 


Typical Junior 










Tuition and Fees 


$19,555 


76.54% 


$6,506 


$13,049 


Laboratory Fees 


385 


1.51 


128 


257 


Room and Board 


5,450 


21.33 


1,813 


3,637 


Supplies Provided 


158 


0.62 


53 


105 


Total Charges 


25,548 


100.00 


8,500 


17,048 


Student Aid Grant 


8,500 


33.27 






Net Invoice 


17,048 








Guaranteed Loan 


4,500 


17.61 






Institutional Loan 


1,250 


4.89 






Required Payment 


17,048 








Paid Last Term 


5,649 








Due Now 


5,649 









Note: For internal rmancial planning and reporting, Liberal Arts College allocates student aid grants in proportion to the fee structure 
of the gross invoice. 



The typical junior falls into the 30-39 percent decile discount bracket for student aid 
grants. Her total current net contribution to revenues will be $17,048 ($6,750 paid from loan 
funds) rather than the $25,548 she would have to pay without student aid grants. 

How much of the net invoice should be allocated to instruction? The student aid grants 
portions are for the four basic charges listed in the invoice. Liberal Arts College allocates all 
but the net invoice for room and board to instruction, or $13,411 ($17,048 minus $3,637). 
This is contrary to general current practice where no discounts for student aid grants are 
applied to auxiliary enterprises. In contrast to the traditional method, the college’s practice 
increases the current-net-revenue allocation to instruction and reduces the net amount going 
to auxiliary enterprises. The overall institutional operating result is not affected. Figure 6.9 
illustrates how the $13,411 net revenues are assigned to the typical junior’s courses. All net 
tuition and fees revenues can be allocated in this manner, first directly to individual courses 
and, through them, to the various departments. 

A useful analysis of net student revenues is to rank them by the size of the student aid 
grants discount. The underlying information layout is shown in figure 6.10. 
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The student billing file can be ranked, student by student, by the discount percentage 
(student aid grant as a percentage of total invoice). Figure 6.10 shows a sample bracket of 
eight students where the case student occupies the 33.27 percentile rank. 

Figures 6.11 and 6.12 summarize Liberal Arts College’s overall discount structure, 
grouping the individual student invoices by decile discount cohorts. Figure 6.11 calculates 
the budgetable net revenues produced by each cohort and shows the cohort revenue 
assignments to instruction (column O). Figure 6.12 shows the by-cohort budgetable revenue 
assignments to the Department of Economics and to a single course. Economics 101-1. 

In figures 6.1 1 and 6.12 revenue assignments are made on the basis of the course credits 



Figure 6.9: Student Revenues at Liberal Arts College Allocated to the 

Course-Load Matrix 



A Typical Junior, First Semester 
Courses 


Department 


Instructor 

Code 


Credits 


Net Invoice 


Room 

Code 


Net Invoice to Institution 








$13,411 




201-3 


English 


EG 522 


3 


1,490 


122-10 


334 


Psychology 


PSY 321 


3 


1,490 


122-25 


334L 


Psychology 


PSY 321 


1 


497 


122-30 


338 


Art History 


AH 112 


2 


993 


114-15 


356 Tutorial 


Psychology 


PSY 101 


3 


1,490 


122-31 


Total Semester I 






12 


5,960 
















202-3 


English 


RG 522 


3 


1,490 


122-10 


335 


Psychology 


PSY 321 


3 


1,490 


122-25 


335L 


Psychology 


PSY 321 


1 


497 


122-30 


324 


French 


FR85 


2 


993 


118-05 


357 Tutorial 


Psychology 


PSY 101 


3 


1,490 


122-31 


202 


Political 

Science 


PSC213 


3 


1,490 


118-16 


Total Semester II 






15 


7,451 




Total 






27 


13,411 





Note: Figure 6.8 allocates $13,41 1 to instruction and $3,637 to auxiliary enterprises. 



Figure 6.10: Student Aid Grant Discount Ranking at Liberal Arts College 



Percentile 

Bracket 


Name 


Invoice 


Student 
Aid Grant 


Net 


Auxiliary 

Enterprises 


Instruction 


30-39% 




























38.75 


Student A 












37.21 


Student B 












36.01 


Student C 












35.22 


Student E 












33.27 


Junior A 


$25,548 


$8,500 


$17,048 


$3,637 


$13,411 


32.18 


Student G 












31.05 


Student H 












30.28 


Student I 













O 

ERIC 
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Figure 6.11: Decile Distribution of Student Aid Discounts and Budgetable Revenues from Student Charges at Liberal Arts College, 
Showing tbe Calculation of Budgetable Net Revenues Assigned to Instruction (Column O) 
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Restricted 
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1 M)9‘S 1 
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CM 
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15,635 


22,558 1 


CM 

m 
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Avg. % 
Discount 
Bracket 
(F) 


Q 

<4-1 

o 


1 112.26% 


1 98.22 


p^ 

00 


m 

00 

p^ 


1 66.52 1 


00 


CM 

ITJ 

00 
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1 1 


CM 

vd 
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Avg. Student 
Aid Grant for 
Each Cohort 
(E) 


1 Billing File 
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Figure 6.11 (continued): Decile Distribution of Student Aid Discounts and Budgetable Revenues from Student Charges at Liberal 
Arts College, Showing the Calculation of Budgetable Net Revenues Assigned to Instruction (Column O) 
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Selected Alldcatibn Bases 



Tfie table. below lists several indirect- and support-cost allocation bases that could have been 
examples in this chapterr.lt is. safe to say that each. substitute would have produced different cost 
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earned during the year by each student. For two semesters, the average annual FTE 
enrollment of 2,202 students generates 59,670 credits at an average 13.549 semester credits 
per student. Of these credits, 2,130 are in the department of economics, and 144 are 
represented by Economics 101-1. Therefore, revenues of $86,654 are assigned to this course. 
Total revenues assigned to the Department of Economics are $1,327,189. 

Figure 6.13 illustrates a partial listing of Department of Economics courses and their 
respective net revenues. The top half of the figure lists the credits earned, and the bottom half 
computes the decile group revenues generated for each course. The column marked “All 
Other” reports the unidentified credit hours and course revenues. 

Plant Value, Square Footage, and Other Potential Allocation Data 

Full costs for individual courses include several elements that will be allocated on the basis 
of total or assigned square feet of space used in instruction. Depreciation cost allocation to 
courses also requires information on the undepreciated historical value and the remaining 
useful life of facilities and equipment. This and any other information needed for allocating 
costs can be incorporated easily into the cost-course-load matrix. 

Figure 6.14 identifies the allocation bases used in the subsequent illustrations in this chapter. 





The computation of depreciation costs that are to be allocated to courses requires detailed 
facilities and equipment inventories. Figure 6.15 summarizes the scope of plant and 
equipment depreciation for Liberal Arts College. It lists each facility and identifies the 
remaining asset values as well as the average useful-life years. Educational and general plant 
has been separated from auxiliary enterprises plant and from formal parking facilities. 

Figure 6.16 addresses the issue of time- or use-weighted depreciation for classroom use. 
The exhibit identifies weekly classroom usage for one semester of building S. The building’s 
total space is 72,304 square feet, of which 33,491 is classroom space. 

Economics 101-1 occupies 825 square feet (room 1 in building S). By translating this 
square footage into square-foot hours, the time-weighted percentage of 1.6472 can be applied 
to the building’s total depreciation for a precise use-weighted depreciation allowance of $522 
for the room and $58 for Economics 101-1 (522 — total room square-foot hours x Economics 
101-1 square-foot hours, or 522 -r 22,275 x 2,475). This formula and figure 6.16 only address 
the direct course depreciation costs. The same use factor would be used for computing 
indirect and support depreciation-cost allocations. 

Equipment depreciation costs depend in part on how much new equipment is added in a 
given year. When calculating plant depreciation costs, one should also make a distinction 
between the plant itself and the equipment and other installations in it that tend to wear out 
faster than the physical facility proper. Today, many colleges and universities do not make 
this distinction and therefore write off plant and equipment at too slow a pace. The data 
provided in figure 6.15 reflect these types of distinctions. The equipment component 
embodies sizable periodic equipment replacements. 
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Figure 6.14: Selected Cost Elements and Cost Allocation Bases for 

Liberal Arts College 
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Building S Usage (Figure 6,16) 
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Figure 6.15: Liberal Arts College’s Facilities Inveiritory, Remaining Asset, and Useful- 
Life Values Using Straight-Line Method of Depreciation 
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Figure 6.16: Liberal Arts College’s Depreciation Allowance for Classroom Use in Building S 
Based on 2,475 Square-Foot Hours for Economics 101-1 
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Academic Micro-Costing: The Full Cost of a Course 



^Slooating Oepartneiitai iatiirai Oosts to Courses 

The natural cost chart of accounts is the best indicator of how institutions invest their 
operating funds. Figures 6.17 and 6.18 display Liberal Arts Colleges natural costs. Figure 6.17 
focuses on support costs. Figure 6.18 shows primary by-function costs and includes total 
support costs from figure 6.17. 

Normally, natural tier-one direct operating costs are charged to the appropriate departmental 
natural cost lines and not directly to individual courses and activities. Figure 6.19 identifies the 
natural costs for the economics department reported in the year-end audit report. Allocation 
Method lists generally accepted methods for distributing departmental natural costs to 
individual courses. Institutions have discretion in how precisely and where they allocate costs 
to departments and from there to courses. In the context of figure 6.19, the term “direct” means 
that departmental charges are natural-cost specific. The term “formula” in figure 6.19 refers to 
the fact that some direct costs are charged on the basis of a specific prorating formula. 

Formula-Based Prorating 

Liberal Arts College tries to allocate costs as precisely as possible for each natural-cost 
account. Standard cost-prorating formulas are used to allocate the following types of tier-one 
costs for consumables: general institutional telecommunications costs, a portion of computer 
services costs, property and casualty insurance costs, purchased utilities costs, the cost of 
internally generated heating and cooling, and all tier-two through tier-four costs. 

Until recently. Liberal Arts College did not allocate support costs to primary programs, 
departments, or courses and activities. Under SFAS No. 117, Liberal Arts College is 
experimenting with several course and academic full-cost approaches. All traditional and 
new allocation formulas used are based on historical trend-and-ratio studies of the costs that 
are being allocated. Management will review and, when necessary, modify the standard cost 
allocation models and at the end of each year will adjust any differences between standard 
and actual costs charged during the year. 

The approach illustrated here stresses kind-for-kind prorating. In practice, many institutions 
will prorate costs without identifying specific natural costs: The supplying or selling department 
deducts the prorated-out costs from its total costs, and the user department receives these 
changes as prorated-in lump-sum costs. Normally, both in- and out-prorating occur on the same 
net-prorating line, thus obscuring further what actually happens to specific natural costs. 

Kind-for-kind natural-cost allocation may appear to be, but is not necessarily, more 
complicated than lump-sum prorating. Even for the latter, internal prices or some sort of 
formula-based costs must be determined before a charge can occur. Thus, each charge might 
as well be shown at its appropriate natural cost site. Institutions will want to substitute their 
natural cost categories for those shown here. For summary presentations, personnel 
compensation and consumables cost totals can be combined, as shown in figures 1.3 and 1.5. 
The use of natural-cost allocation bases enhances costing precision since natural costs clearly 
meet the affinity test. With sufficient experience, institutions should be able to develop 
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Figure 6.17: Support Costs by Natural Cost Classifications for Liberal Arts College ($ in 1,000s) 
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Figure 6.18: Primary Program Costs by Natural Cost Classification for 
Liberal Arts College ($ in 1,000s) 
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Figure 6.19: Natural Cost Structure of FTFC Model at Liberal Arts College Showing 

Selected Cost Allocation Methods 
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costing parameters that charge not only direct, but indirect and support natural costs to 
individual course and activities. 

Charging Direct and Indirect Departmental Costs to Courses 

First, it must be remembered that departmental budgets already reflect which costs an 
institution normally allocates or charges to departments and how it allocates them. Second, 
courses and other institutional activities have their own direct and indirect costs. For 
instance, each semester, one-sixth of the Economics 101-1 professor’s compensation is a 
direct Economics 101-1 cost, whereas portions of clerical costs and the department chair’s 
compensation are among the course’s indirect costs. How should these indirect costs be 
allocated? 

Indirect departmental personnel compensation and consumables costs by and large are a 
function of the size of the staff employed, of course enrollments, or of the size of the 
facilities used. The corresponding allocation bases are the percentage of personnel or of 
employee compensation, of FTE enrollments or student credit hours, and of the value and the 
assigned square footage of classrooms and laboratories. 

For the sake of this discussion, it is appropriate to look at course costs as if each course 
had its own full cost budget. If a cost, for instance, travel and entertainment, can be traced to 
a specific individual (i.e., the Economics 101-1 professor) and if it is of direct benefit to the 
course taught by that individual, the expense could be charged as a direct cost to the course’s 
travel and entertainment line. On the other hand, if the travel and entertainment in question 
benefits the department as a whole, the cost could then be allocated as an indirect cost to all 
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courses on some basis. Such distinctions, however, are usually lost, in the absence of course 
budgets, once specific costs have been charged to the departrnent. The direct connection of a 
cost to an employee or to a course must be established early in the course-cost-load matrix so 
that the first direct-cost allocation occurs at the course or activity level and not at the 
department level. 

Some consumables costs are a function of usage, a popular type of allocation base. Usage- 
based cost allocations can become overly complicated and may not be cost-effective in their 
own right. On the other hand, usage clearly describes how some administrative offices and 
personnel spend their time. Determining the cost-effectiveness of these activities is 
sometimes essential. 

Simplified Course Full Costing Using Natural Costs 

In computing course costs, it is often desirable to make the allocation of departmental 
costs as simple as possible. Figures 6.20, 6.21, and 6.22 show increasingly complex 
allocation patterns and illustrate the effects on Economics 101-1 natural costs when three 
different combinations of allocation methods are implemented prior to allocating support 
costs to Economics 101-1. 

When allocating costs to courses, credit hours can serve as a useful across-the-board 
allocation base. 

Multiple Allocation Bases 

In practice, however, multiple allocation bases are in widespread use. Figures 6.21 and 
6.22 show two multiple allocation base models for Liberal Arts College. In figure 6.21, 
square footage is added for a few natural-cost categories, and figure 6.22 adds a few 
refinements to the allocation of personnel costs. The three exhibits (figures 6.20 through 
6.22) do not yet include allocated support costs. 

Allocating Support Costs 

Figures 6.23 through 6.25 add a column for support costs. The same three allocation 
alternatives are used as in the preceding exhibits. Total Support in figure 6.17 is used as a 
departure point for all calculations in the support costs column of the three exhibits. Support 
costs moderately increase costs for Economics 101-1. 

Figure 6.26 compares the Economics 101-1 costs for the six examples. On balance, the 
cost differences between the six versions are not trivial. The difference between the smallest 
and the largest cost, excluding support, is worth noting. Figure 6.21 shows the smallest total 
tier-four cost of $14,240 versus a high of $18,478 for figure 6.22. The difference of $4,238 is 
29.76 percent. For tier-four costs that include allocations for support, the difference between 
the lowest and the highest is $4,910 or 34.38 percent. 

If the choice of different combinations of cost allocation bases and methods can produce 
such large differences in the total cost of a single course, it stands to reason that when all 
courses of an institution are taken into account, such large potential differentials raise a 
serious credibility issue when institutions compare such costs. These illustrations suggest at 
the very least that inter-institutional micro-cost comparisons be carried out on the basis of 
uniform or near-uniform allocation methods. 
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Figure 6.20: Single Allocation Base: Student Credit Hours 
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$11,564 


$497,082 


$9,983 


$39 


$10,022 


Credit Hours 


All Other Salaries and Wages 


10,001 


1,729 


58,395 


0 


141 


141 


Credit Hours 


Student Wages 


1,751 


253 


13,000 


0 


31 


31 


Credit Hours 


Subtotal 


24,507 


13,546 


568,477 


9,983 


211 


10,194 




Staff Benefits 


8,769 


5,283 


164,973 


2,578 


11 


2,589 


Credit Hours 


Tuition Benefit 


1,160 


518 


48,072 


0 


0 


22 


Credit Hours 
Clerical 


Room and Board, Etc. 


735 


116 


3,697 


0 


11 


11 


Credit Hours 


Total Benefits 


10,664 


5,917 


216,742 


2,578 


21 


2,621 




Professional Services 


1,585 


834 


36,350 


0 


0 


0 


Direct Only 


Total Compensation 


36,756 


20,297 


821,569 


12,561 


233 


12,815 




Consumables 
















Travel, Entertainment 


1,495 


466 


16,634 


78 


40 


118 


Credit Hours 


Supplies 


1,655 


679 


24,238 


194 


58 


252 


Credit Hours 


Telecommunications, Measured 


525 


86 


4,025 


0 


10 


10 


Credit Hours 


Telecommunications, Prorated 


577 


54 


1,928 


0 


5 


5 


Credit Hours 


Computer Services 


295 


86 


3,070 


185 


7 


192 


Credit Hours 


Computer Services, Prorated 


461 


r 75 


2,677 


0 


6 


6 


Credit Hours 


Printing, Publications 


1,050 


353 


12,601 


223 


30 


253 


Credit Hours 


Property/Casualty Insurance 


r 865 


286 


10,209 


0 


25 


25 


Credit Hours 


Dues, Subscriptions 


317 


185 


6,604 


75 


16 


91 


Credit Hours 


Postage, Freight 


709 


122 


4,355 


32 


10 


42 


Credit Hours 


Repair & Replacement, Plant 


4,464 


471 


13,243 


0 


32 


32 


Credit Hours 


Utilities Purchased 


1,092 


381 


17,170 


0 


41 


41 


Credit Hours 


Food, Students 


1,929 


0 


0 


0 


0 


0 




Food, Other 


555 


58 


2,070 


25 


5 


30 


Credit Hours 


Goods for Resale 


3,065 


0 


0 


0 


0 


0 




Miscellaneous 


1,831 


283 


10,102 


126 


24 


150 


Credit Hours 


Total Consumables 


20,885 


3,585 


128,926 


938 


309 


1,247 


Credit Hours 


Total Tier One 


57,641 


23,882 


950,495 


13,499 


541 


14,062 


Credit Hours 


Long-Term Debt Costs 


695 


382 


1,452 


0 


4 


4 


Credit Hours 


Total Tier Two 


58,336 


24,264 


951,947 


13,499 


545 


14,066 




One-Year Assets 


413 


121 


5,500 


155 


13 


168 


Credit Hours 


Total Tier Three 


58,749 


24,385 


957,447 


13,654 


558 


14,234 




Depreciation 


2,870 


1,255 


4,598 


58 


11 


69 


Credit Hours 


Total Tier Four 


61,619 


25,640 


962,045 


13,712 


569 


14,302 




Net Student Revenues 


44,445 


36,025 


1,327,189 






86,654 




Surplus/Deficit* 


-17,174 


10,385 


365,144 






72,352 





* Before all non-student-related revenues and transfers. 



** Direct course costs other than personnel compensation are identified by means of invoice references when they are charged to departmental 
natural costs. ^ 

Note: In from-the-bottom-up costing, the sum of course costs equals departmental costs, the sum of departmental costs equals the cost of instruction, and 
the sum of all pnmary program costs equals total institutional costs. This illustration ignores departmental research and other departmental activities 
that constitute functional subheadings under instruction. Some of the indirect costs would be charged to activities ignored here. 

Credit hour allocation = (column D - column E) + 59,670 x 144 
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Academic Micro-Costing: The Full Cost of a Course 



Figure 6.21: Muitiple Allocation Bases: Version A (Support Costs Not Yet Allocated) 



Cost 

1 (A) 


Total 
College 
[$ in 1,000s) 
(B) 


Instruction 
($ in 1,000s) 
(C) 


Department 

of 

Economics 

(p) 


Economics ] 
101-1 
Direct*"® 

js 


Economics 

101-1 

Indirect 

(F) 


Economics 

101-1 

Total 

(G) 


Allocation 
Method or Base 
(H) 


1 Data Source 


Fig. 6.18 


Fig. 6.18 


Audit or 
Budget 


Fig. 6.4 
&CLM 


Calculated 


Calculated 




















Salaries, Faculty 


$12,755 


$11,564 


$497,082 


$9,983 


$39 


$10,022 


Credit Hours 


All Other Salaries and Wages 


10,001 


1,729 


58,395 


0 


141 


141 


Credit Hours 


Student Wages 


1,751 


253 


13,000 


0 


31 


31 


Credit Hours 


Subtotal 


24,507 


13,546 


568,477 


9,983 


211 


10,194 




Staff Benefits 


8,769 


5,283 


164,973 


2,578 


11 


2,589 


Credit Hours 


Tuition Benefit 


1,160 


518 


48,072 


0 


0 


0 


Credit Hours 
Clerical 


Room and Board, Etc. 


735 


116 


3,697 


0 


0 


0 


Credit Hours 


Total Benefits 


10,664 


5,917 


216,742 


2,578 


11 


2,589 




Professional Services 


1,585 


834 


36,350 


0 


0 


0 


Direct Only 


Total Compensation 


36,756 


20,297 


821,569 


12,561 


222 


12,783 




Consumables 
















Travel, Entertainment 


1,495 


466 


16,634 


78 


40 


118 


Credit Hours 


Supplies 


1,655 


679 


24,238 


194 


58 


252 


Credit Hours 


Telecommunications, Measured 


525 


86 


4,025 


0 


10 


10 


Credit Hours 




577 


54 


1,928 


0 


5 


5 


Credit Hours 


Computer Services 


295 


86 


3,070 


185 


7 


192 


Credit Hours 


Computer Services, Prorated 


461 


75 


2,677 


0 


6 


6 


Credit Hours 


Printing, Publications 


1,050 


353 


12,601 


223 


30 


253 


Credit Hours 


Property/Casualtv Insurance 


865 


286 


10,209 


0 


19 


19 


Square Feet 


Dues, Subscriptions 


317 


185 


6,604 


75 


16 


91 


Credit Hours 


Postage, Freight 


709 


122 


4,355 


32 


10 


42 


Credit Hours 


Repair & Replacement, Plant 


4,464 


471 


13,243 


0 


24 


24 


Square Feet 


Utilities Purchased 


1,092 


381 


17,170 


0 


31 


31 


Square Feet 


Food, Students 


1,929 


0 


0 


0 


0 


0 




Food, Other 


555 


58 


2,070 


25 


5 


30 


Credit Hours 


Goods for Resale 


3,065 


0 


0 


0 


0 


0 




Miscellaneous 


1,831 


283 


10,102 


126 


24 


150 


Credit Hours 


Total Consumables 


20,885 


3,585 


128,926 


938 


285 


1,223 


Credit Hours 


Total Tier One 


57,641 


23,882 


950,495 


13,499 


507 


14,006 


Credit Hours 




695 


382 


1,452 


0 


3 


3 


Square Feet 


Total Tier Two 


58,336 


24,264 


951,947 


13,499 


510 


14,009 




One-Year Assets 


413 


121 


5,500 


155 


10 


165 


Square Feet 


Total Tier Three 


58,749 


24,385 


957,447 


13,654 


520 


14,174 






2,870 


1,255 


4,598 


58 


8 


66 


Square Feet 


Total Tier Four 


61,619 


25,640 


962,045 


13,712 


528 


14,240 




Net Student Revenues 


44,445 


36,025 


1,327,189 






86,654 




Surplus/Deficit* 


-17,174 


10,385 


365,144 






72,414 





* Before all non-student-related revenues and transfers. 

♦* Direct course costs other than personnel compensation are identified by means of invoice references when they are charged to 



departmental natural costs. 

Note: In from-the-bottom-up costing, the sum of course costs equals departmental costs, the sum of departmental costs equals the cost of 
instruction, and the sum of all primary program costs equals total institutional costs. This illustration ignores departmental research 
and other departmental activities that constitute functional subheadings under instruction. Some of the indirect costs would be 
charged to activities ignored here. 

Credit hour allocation = (column D - coulmn E) + 59,670 x 144 

Square foot allocation = (column D - column E) x .001 83 
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Cost Accounting in Higher Education 



Figure 6.22: Multiple Allocation Bases: Version B (Support Costs Not Yet Allocated) 



Cost 

(A) 


Total 
College 
($ in 1,000s) 
(B) 


Instruction 
($ in 1,000s) 
(C) 


Department 

of 

Economics 

(D) 


Economics 
101-1 
Direct* ♦ 

(E) 


Economics 

101-1 

Indirect 

(F) 


Economics 

101-1 

Total 

(G) 


Allocation Method or 
Base 
(H) 


Data Source 


Fig. 6.18 


Fig. 6.18 


Audit or 
Budget 


Fig. 6.4 
&CLM 


Calculated 


Calculated 




Personnel Compensation 
















Salaries, Faculty 


$12,755 


$11,564 


$497,082 


$9,983 


$413 


$10,396 


2.56% Faculty Load 


All Other Salaries and Wages 


10,001 


1,729 


58,395 


0 


1,495 


1,495 


2.56% Faculty Load 


Student Wages 


1,751 


253 


13,000 


0 


156 


156 


1 .23% Time on Course 


Subtotal 


24,507 


13,546 


568,477 


9,983 


2,064 


12,047 




Staff Benefits 


8,769 


5,283 


164,973 


2,578 


1,962 


4,540 


% of Benefits 


Tuition Benefit 


1,160 


518 


48,072 


0 


371 


371 




Room and Board, Etc. 


735 


116 


3,697 


0 


63 


63 


% of Benefits 


Total Benefits 


10,664 


5,917 


216,742 


2,578 


2,396 


4,974 




Professional Services 


1,585 


834 


36,350 


0 


0 


0 


Direct Only 


Total Comoensation 


36,756 


20,297 


821,569 


12,561 


4,460 


17,021 




Consumables 
















Travel, Entertainment 


1,495 


466 


16,634 


78 


40 


118 


Credit Hours 


Supplies 


1,655 


679 


24,238 


194 


58 


252 


Credit Hours 


Telecommunications, Measured 


525 


86 


4,025 


0 


10 


10 


Credit Hours 


Telecommunications, Prorated 


577 


54 


1,928 


0 


5 


5 


Credit Hours 


Computer Services 


295 


86 


3,070 


185 


7 


192 


Credit Hours 


Computer Services, Prorated 


461 


75 


2,677 


0 


6 


6 


Credit Hours 


Printing, Publications 


1,050 


353 


12,601 


223 


30 


253 


Credit Hours 


Property/Casualty Insurance 


865 


286 


10,209 


0 


19 


19 


Square Feet 


Dues, Subscriptions 


317 


185 


6,604 


75 


16 


91 


Credit Hours 


Postage, Freight 


709 


122 


4,355 


32 


10 


42 


Credit Hours 


Repair & Replacement, Plant 


4,464 


471 


13,243 


0 


24 


24 


Square Feet 


Utilities Purchased 


1,092 


381 


17,170 


0 


31 


31 


Square Feet 


Food, Students 


1,929 


0 


0 


0 


0 


0 




Food, Other 


555 


58 


2,070 


25 


5 


30 


Credit Hours 


Goods for Resale 


3,065 


0 


0 


0 


0 


0 




Miscellaneous 


1,831 


283 


10,102 


126 


24 


150 


Credit Hours 


Total Consumables 


20,885 


3,585 


128,926 


938 


285 


1,223 


Credit Hours 


Total Tier One 


57,641 


23,882 


950,495 


13,499 


4,745 


18,244 


Credit Hours 


Long-Term Debt Costs 


695 


382 


1,452 


0 


3 


3 


Square Feet 


Total Tier Two 


58,336 


24,264 


951,947 


13,499 


4,747 


18,246 




One- Year Assets 


413 


121 


5,500 


155 


10 


165 


Square Feet 


Total Tier Three 


58,749 


24,385 


957,447 


13,654 


4,757 


18,411 




Depreciation 


2,870 


1,255 


4,598 


58 


8 


66 


Square Feet 


Total Tier Four 


61,619 


25,640 


962,045 


13,712 


4,766 


18,478 




Net Student Revenues 


44,445 


36,025 


1,327,189 






86,654 




Surplus/Deficit* 


-17,174 


10,385 


365,144 






68,176 





* Before all non-student-related revenues and transfers. 



♦♦ Direct course costs other than personnel compensation are identified by means of invoice references when they are charged to departmental 
natural costs. ^ 

Note: In from-the-bottom-up costing, the sum of course costs equals departmental costs, the sum of departmental costs equals the cost of instruction 
and the sum of all primary program costs equals total institutional costs. This illustration ignores departmental research and other 
departmental activities that constitute functional subheadings under instruction. 

Credit hour allocation = (column D - column E) + 59,670 x 144 

Square foot allocation = (column D - column E) x .00183 
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Academic Micro-Costing: The Full Cost of a Course 



Figure 6.23: Single Allocation Base: Student Credit Hours (Support Costs Allocated) 



Cost 

(A) 


Total 
College 
($ in 
1,000s) 
(B) 


Instruction 
($ in 1,000s) 
(C) 


Department 

of 

Economics 

(D) 


Economics 

101-1 

Direct** 

(E) 


Economics 

101-1 

Indirect 

(F) 


Economics 

101-1 

Support 

Costs 

(G) 


Economics 

101-1 

Total 

(H) 


Allocation 
Method or 
Base 

a) 


Data Source 


Fig. 6. 1 8 


Fig. 6.18 


Audit or 
Budget 


Fig. 6.4 & 
CLM 


Calculated 


Fig. 6.17 
Calculated 


Calculated 






















Salaries. Faculty 


$12,755 


$11,564 


$497,082 


$9,983 


$39 


$1 


$i 0,023 


Credit Hours 


All Other Salaries and Wages 


10,001 


1,729 


58,395 


0 


141 


13 


154 


Credit Hours 


Student Wages 


1,751 


253 


13,000 


0 


31 


2 


33 


Credit Hours 


Subtotal 


24,507 


13,546 


568,477 


9,983 


211 


16 


10,210 




Staff Benefits 


8,769 


5,283 


164,973 


2,578 


11 


5 


2,594 


Credit Hours 


Tuition Benefit 


1,160 


518 


48,072 


0 


0 


1 


1 


Credit Hours 
Clerical 


Room and Board. Etc. 


735 


116 


3.697 


0 


11 


1 


12 


Credit Hours 


Total Benefits 


10,664 


5,917 


216,742 


2,578 


21 


7 


2,607 






1,585 


834 


36,350 


0 


0 


2 


2 




Total Compensation 


36,756 


20,297 


821,569 


12,561 


233 


25 


12,818 




Consumables 




















1,495 


466 


16,634 


78 


40 


2 


120 


Credit Hours 


Supplies 


1,655 


679 


24,238 


194 


58 


2 


254 


Credit Hours 


Telecommunications, Measured 


525 


86 


4,025 


0 


10 


1 


11 


Credit Hours 


Telecommunications, Prorated 


577 


54 


1,928 


0 


5 


1 


6 


Credit Hours 


Computer Services 


295 


86 


3,070 


185 


7 


0 


192 


Credit Hours 


Computer Services, Prorated 


461 


75 


2,677 


0 


6 


1 


7 


Credit Hours 


Printing, Publications 


1,050 


353 


12,601 


223 


30 


1 


254 


Credit Hours 


Property/Casualty Insurance 


865 


286 


10,209 


0^ 


25 


0 


25 


Credit Hours 


Dues, Subscriptions 


317 


185 


6,604^ 


75 


16 


0 


91 


Credit Hours 


Postage, Freight 


709 


122 


4,355 


32 


10 


1 


44 


Credit Hours 


Repair & Replacement, Plant 


4,464 


471 


13,243 


0 


32 


6 


38 


Credit Hours 


Utilities Purchased 


1,092 


381 


17,170 


0 


41 


1 


42 


Credit Hours 


Food, Students 


1,929 


0 


0 


0 


0 


0 


0 




Food, Other 


555 


58 


2,070 


25 


5 


1 


30 


Credit Hours 


Goods for Resale 


3,065 


0 


0 


0 


0 


0 


0 




Miscellaneous 


1,831 


283 


10,102 


126 


24 


1 


151 


Credit Hours 


Total Consumables 


20,885 


3,585 


128,926 


938 


309 


18 


1,265 


Credit Hours 


Total Tier One 


57,641 


23,882 


950,495 


13,499 


541 


42 


14,083 


Credit Hours 


Long-Term Debt Costs 


695 


382 


1,452 


0 


4 


0 


4 


Credit Hours 


Total Tier Two 


58,336 


24,264 


951.947 


13,499 


545 


43 


14,087 




One- Year Assets 


413 


121 


5,500 


155 


13 


0 


168 


Credit Hours 


Total Tier Three 


58.749 


24,385 


957,447 


13,654 


558 


43 


14,255 






2,870 


1,255 


4,598 


58 


11 


1 


70 


Credit Hours 


Total Tier Four 


61,619 


25,640 


962.045 


13,712 


569 


44 


14,326 




Net Student Revenues 


44,445 


36,025 


1,327,189 








86,654 




Surplus/Deficit* 


-17,174 


10,385 


365,144 








72,328 





♦ Before all non-student-related revenues and transfers. 

** Direct course costs other than personnel compensation are identified by means of invoice references when they are charged to departmental 
natural costs. 

Note: In from-the-bottom-up costing, the sum of couree costs equals departmental costs, the sum of departmental costs equals the cost of 
instruction, and the sum of all primary program costs equals total institutional costs. This illustration ignores departmental research 
and other departmental activities that constitute functional subheadings under instruction. Some of the indirect costs would be 
charged to activities ignored here. 

Credit hour allocation = (column D - column E) + 59,670 x 144 
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Figure 6.24: Multiple Allocation Bases: Version A (Support Costs Allocated) 



Cost 

(A) 


Total 
College 
($ in 
1,000s) 



Instruction 
($ in 1,000s) 

(C) 


Department 

of 

Economics 

(p) 


Economics 

lOM 

Direct** 

(E) 


Economics 

lOM 

Indirect 

(F) 


Economics 

lOM 

Support 

Costs 

(G) 


Economics 

lOM 

Total 

(H) 


Allocation 
Method or 
Base 
(I) 


Data Source 


Fig. 6.18 


Fig. 6.18 


Audit or 
Budget 


Fig. 6.4 & 
CLM 


Calculated 


Fig. 6.17 
Calculated 


Calculated 





Personnel Compensation 


















Salaries, Faculty 


$12,755 


$11,564 


$497,082 


$9,983 


$39 


$1 


$10,023 


Credit Hours 


All Other Salaries and Wages 


10,001 


1,729 


58,395 


0 


141 


13 


154 


Credit Hours 


Student Wages 


1,751 


253 


13,000 


0 


31 


2 


33 


Crpdit Hniir^ 


Subtotal 


24,507 


13,546 


568,477 


9,983 


211 


16 


10,210 




Staff Benefits 


8,769 


5,283 


164,973 


2,578 


11 


5 


2,594 


Credit Hours 


Tuition Benefit 


1,160 


518 


48,072 


0 


0 


1 


1 


Credit Hours 


Room and Board, Etc. 


735 


116 


3,697 


0 


0 


1 


1 


Credit Hours 


Total Benefits 


10,664 


5,917 


216,742 


2,578 


11 


7 


2,596 




Professional Services 


1,585 


834 


36,350 


0 


0 


2 


2 


Direct Only 


Total Compensation 


36,756 


20,297 


821,569 


12,561 


222 


25 


12,808 




Consumables 


















Travel, Entertainment 


1,495 


466 


16,634 


78 


40 


2 


120 


Credit Hours 


Supplies 


1,655 


679 


24,238 


194 


58 


2 


254 


Credit Hours 


Telecommunications, Measured 


525 


86 


4,025 


0 


10 


1 


11 


Credit Hours 


Telecommunications, Prorated 


577 


54 


1,928 


0 


5 


1 


6 


Credit Hours 


Computer Services 


295 


86 


3,070 


185 


7 


0 


192 


Credit Hours 


Computer Services, Prorated 


461 


75 


2,677 


0 


6 


1 


7 


Credit Hours 


Printing, Publications 


1,050 


353 


12,601 


223 


30 


1 


254 


Credit Hours 


Property/Casualty Insurance 


865 


286 


10,209 


0 


19 


^ 0 


19 




Dues, Subscriptions 


317 


185 


6,604 


75 


16 


0 


91 


Credit Hours 


Postage, Freight 


709 


122 


4,355 


32 


10 


1 


43 


Credit Hours 


Repair & Replacement, Plant 


4,464 


471 


13,243 


0 


24 


5 


29 




Utilities Purchased 


1,092 


381 


17,170 


0 


31 


1 


32 




Food, Students 


1,929 


0 


0 


0 


0 


0 


0 




Food, Other 


555 


58 


2,070 


25 


5 


1 


31 


Credit Hours 


Goods for Resale 


3,065 


0 


0 


0 


0 


0 


0 




Miscellaneous 


1,831 


283 


10,102 


126 


24 


1 


151 


Credit Hours 


Total Consumables 


20,885 


3,585 


128,926 


938 


285 


16 


1,239 


Credit Hours 


Total Tier One 


57,641 


23,882 


950,495 


13,499 


507 


41 


14,047 


Credit Hours 


Long-Term Debt Costs 


695 


382 


1,452 


0 


3 


0 


3 




Total Tier Two 


58,336 


24,264 


951,947 


13,499 


510 


■ 41 


14,050 




One- Year Assets 


413 


121 


5,500 


155 


10 


0 


165 




Total Tier Three 


58,749 


24,385 


957,447 


13,654 


520 


41 


14,215 




Depreciation 


2,870 


1,255 


4,598 


58 


8 


1 


67 




Total Tier Four 


61,619 


25,640 


962,045 


13,712 


528 


42 


14,282 




Net Student Revenues 


44,445 


36,025 


1,327,189 








86,654 




Surplus/Deficit* 


-17,174 


10,385 


365,144 








72,372 





* Before all non-student-related revenues and transfers. 



** Direct ^couree costs other than personnel compensation are identified by means of invoice references when they are charged to departmental natural 

Note: In from-the-bottom-up costing, the sum of course costs equals departmental costs, the sum of departmental costs equals the cost of instruction, and 
the sum of all primary program costs equals total institutional costs. This illustration ignores departmental research and other departmental 
activities that constitute functional subheadings under instruction. Some of the indirect costs would be charged to activities ignored here. 

Credit hour allocation = (column D - column E) + 59,670 x 144 
Square foot allocation = (column D - column E) x .001 83 
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